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View from observation and control gallery of Anaconda Wire and Cable Company's new Extra High Voltage 
Cable Research Laboratory, Hastings-on-Hudson, New York 


Because you flick 


SO many switches 


we had to design a new cable 


Fast as the American population is increasing, electric power 
consumption is growing three times faster. Our use of elec- 
tricity has tripled in the past 14 years... seems set to double 
again within the next ten. 

To meet this startling growth in electrical appetite, the 
capacity of copper cable must double—or triple—within the 
next decade. This calls for entirely new designs in Extra High 
Voltage cable which electric utilities are now installing to 
carry the power load of the future. This replacement prob- 
lem is becoming especially acute, because of space limita- 
tions. in crowded metropolitan areas. Here. the answer to 
already overcrowded underground ducts will be found in 


this new Anaconda Extra High Voltage copper cable design. 





Anaconda Wire and Cable Company engineers have this 
cable ready right now. Its 345,000-volt rating is two-and-a- 
half times that of today’s conventional underground cable 
and it has been tested under actual in-service conditions to 
50‘¢ above its rated current and voltage. This big advance in 
cable technology was born in the Anaconda Wire and Cable 
Company’s Extra High Voltage Cable Research Laboratory. 
the newest and best equipped’ facility of its kind in the 
country. 

The skilled staff of Anaconda Wire and Cable Company’s 
EHV Laboratory typifies the continuing effort of Anaconda 
people every where—an effori which results in better products 
and services for people in industry, for people as consumers. 

69177A (REV. 


ANACONDA 


SUBSIDIARIES OF ANACONDA MANUFACTURE: COPPER AND ALUMINUM ELECTRICA 
WIRES AND CABLES; ALUMINUM FOIL, SHEET, ROD AND BARS, STRUCTURALS, TUBIN 
AND EXTRUDED SHAPES: COPPER, BRASS AND BRONZE SHEET, PLATE, TUBE PIPE, ROI 
FORGINGS AND EXTRUSIONS: FLEXIBLE METAL HOSE AND TUBING 











Every pension payday 
he’s chairman of this board 


Old Colony Trust Company handles two-thirds of all the trusteed pension 
business in New England. Small wonder we have to process monthly retire- 
ment checks electronically. 
Behind the blips and blinks and buzzes you will find us broadly skilled 
and experienced in planning Pension and Profit-Sharing Programs for your 
clients. Makes no difference whether a company employs a few people or : 
many thousands. We can help you ar- iggy ll 
range all kinds of benefit plans to 


make employment more attractive to 

old and new employees alike. OLD COLON Y 
For complete details, drop a line to ‘TRUST COMPANY 

John Blanchard, Vice President. 


ONE FEDERAL STREET, BOSTON 6, MASSACHUSETTS °¢ Allied with THE First NATIONAL BANK OF BOSTON Ba 
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Pension & Profit-Sharing 





Employee benefit planning receives the personal 





attention of senior officers at this Bank. 





Your inquiry is invited. 
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. Harbor and Nebersee- 
brucke of Hamburg, Germany, emblematic 
of the new courses in World trade as stimu- 
lated by the “Common Market” and the new 


Cover Picture . . 


Free Trade Aree. The ship’s name — 
“Hanseatic” — is highly appropriate to our 
times, being derived from the League of mer- 
chants of various free cities engaged in 
dealing abroad, whose obiectives were the 
securing of greater safety and reciprocal 
privileges. . .. We are also reminded of the 
changing trends in Canadian and American 
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CORRESPONDENCE 


Will Prints 


I was very interested in your new se- 


| ries of reproductions of prints and paint- 
| ings relating to will and trust matters, 








export-import trade, and the problems cre- | 


ated by our higher costs not only of manu- 
facture but also of operation of our own 
bottoms. An additional economic factor is 
that of foreign travel: billions of dollars of 
American funds go abroad with our travelers, 
relatively few come here from abroad. 


Photo Courtesy of German Tourist | 


Information Office. 





Second class postage paid at New York, N. Y., and Patersca, N. J. 
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the first of which is on page 6 of the 
January issue. You may be interested to 
know that there are still many lawyers’ 


| offices in the Bedford Row and Lincoln’s 
| Inn areas of London which, apart from 


the change of costume, would be imme- 
diately recognizable even to the type of 
safe and deed boxes and the rudimen- 
tary filing system. I do not think you 
would now see a hour glass, although 
there would probably be a telephone and 
even a dictaphone. 


H. D. G. Trew, 
Manager, The Trustee Department 


Westminster Bank Limited, London 


[Ep. Note: A gratifying number of 
subscribers have written us about these 
reproductions, and consideration is be- 
ing given to printing them on cards suit- 
able for framing. Inquiries should be 
addressed to the Editor. | 


Photo Mix-up 


On page 142 of 
the February issue 
of TRuUsTs AND Es- 
TATES my name ap- 
pears at the top of 
the page under the 
picture of John 
Byerly, now Chair- 
man of our Board. 
I have had a great 
many interesting comments on this pic- 
ture, arising out of the fact that John’s 
picture was obviously taken some 20 or 
30 years ago. Also, even then he had no 
hair, and has not succeeded in growing 
any in the meantime. I, of course, con- 
tinue to be blessed with a full crop. The 
contrast between the two of us has 
brought much general amusement at the 
mistake. 

I do not believe that any real harm 
has been done, but I thought you would 
like to know about it, because it has 
shown me how many of my organiza- 
tion read your magazine. 


PHILIP K. HERR 


Philip K. Herr, 
Senior Vice President, 


Pittsburgh National Bank 





The editors invite expressions of in- 
terest, without obligation, in a five- 
or ten-year index to TRUSTS AND Es- 
TATES, at tentative prices of $3 and $5 
respectively. 
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How much must you pay for security ? 


Very little at Pittsburgh National Bank’s Trust Department. 
Specialists in taxes, Investments, real estate, insurance and 
other branches of estate administration devote their full time 
to protecting your family and preserving your estate—at fees 
no higher than those you’d pay inexperienced executors. 

Why not stop in and see how our Trust Department can 
benefit you. There’s no obligation. 


Vv PITTSBURGH NATIONAL BANK 


Member Federal Deposit Insurance Corporation 
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| TIONS do not mix, 





BUSINESS PRUDENCE AND WORN-OUT RESTRIC- 
in the Investment, the 


|Legal, Administrative or Sales aspects of 
' professional fiduciary business, and tend 
'to impede rather than protect. This was 





the view expressed by several speakers at 
the ABA Mid-Winter Trust Conference last 
month in New York, concerning the need for 
the full prudent-man rule on investment by 
qualified trustees, and as to size limita- 
tion and public information on Common 
Trust Funds. Efforts to resolve conflict 
of laws trust questions was urged, as was 


} elimination of discrimination against the 


Thats kc. 


eens 


self-employed which the Jenkins-Keogh bill 
could give. New concepts were called es- 
sential in the application of investment 
policy and in reaching the middle-mass 
market via the Common Trust Fund; also in 
providing, in conjunction with local col- 
leges, Seminars on investment for individ- 
ual trustees, new investment staff and 
interested parties such as probate judges. 
Proceedings are reported starting at p. 178. 


PROFESSOR AUSTIN SCOTT INVITES COMMENTS 


on the proposed changes in the Restate- 
'ment of Conflict of Laws rules relating to 


trusts. These revisions lay great stress 
on the intention of the settlor or testa- 


_tor and therefore would demand careful 
,draftsmanship of the instrument. With the 





rapid increase in the mobility of popula- 


» tion and geographical diversification of 


investment, there is a growing number of 
instances where the elements of a trust 
are not all in one state, with the result 
that questions may arise as to what law 
governs its validity, construction and ad- 
ministration. Professor Scott's analysis 
of the proposed principles is at p. 186. 


USE OF MINIMUM=-DEPOSIT INSURANCE POLI- 
CIES to provide estate liquidity has been 
modified as the result of a recent regu- 
lation of New York's Insurance Department. 
To eliminate alleged discrimination in a 
Compeny's policies, the Department now 
prohibits the payment of the first annual 
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premium through borrowing, at inception, 
the high first year cash value from the 
issuing company. However, the policyholder 
may still pledge this cash value against a 
bank loan. How this policy works, particu- 





INTRODUCING — — — 
Our New Contributing Editor: 


MERRYLE S. RUKEYSER 


As economic undercurrents and events so 
profoundly effect — especially over the 
long run, and certainly in varying degrees 
— the development and profitability of 
industries and the investment markets, the 
editors of TRUSTS and ESTATES take pleas- 
ure and pride in announcing that the noted 
financial-economist, Merryle S. Rukeyser, 
will write an exclusive monthly column for 
our readers. Beginning in this issue (page 
176) Mr. Rukeyser will select topics con- 
Sidered of moment, interpreting them in 
terms of investment influences and trust 
development. 

An authority on national affairs, Mr. 
Rukeyser has been long distinguished as an 
editorial writer, syndicated newspaper 
columnist, author of seven books on in- 
vestment, economic adviser to major cor- 
porations, lecturer and radio and TV broad- 
caster. At the age of 23, Mr. Rukeyser 
became financial and business editor of 
the New York Herald Tribune. For seventeen 
years, Mr. Rukeyser taught finance and 
financial writing at Columbia University 
School of Journalism. He is a member of 
various learned societies, and as an 
economist has served on the Economic For- 
um of the National Industrial Conference 
Board and the Economists Advisory Commit- 
tee of the N.A.M. 

Mr. Rukeyser's books include "The Common 
Sense of Money and Investments," "Invest- 
ment and Speculation," "The Diary of a 
Prudent Investor,” and "Financial Security 
in a Changing World." We consider it a 
real privilege to have him associated with 
us, and he will welcome topic suggestions 
and comments from readers. 
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larly with the added feature of preserving 
the face value undiminished by loans, is 
described at p. 253. 


BANK MANAGEMENTS SEE A CONTINUED, CUMU- 
LATIVE GROWTH in Trust Services and are 
recognizing them as producers of steady as 
well as substantial income, goodwill and 
collateral banking business and contacts, 
judging from the annual bank stockholder 
reports. Almost without exception, trust 
departments report growth in assets, in- 
come and new business, and in practically 
all categories of accounts (see survey at 
page 262).......eWhile income from loans 
is by far the largest single source of 
most banks' revenue, and showed a great 
growth last year, it is pertinent to note 
that percentagewise fiduciary fees are 
often showing a larger gain, and are not 
Subject to the fluctuations in money sup- 
ply and demand. It is also noted that some 
banks still neglect to comment on trust 
developments, or do so in a fragmentary, 
general way. Our review of several hundred 
reports Shows the need of more uniform 


classification of accounts by responsibil- 
ity and valuation basis to be meaningful 


and comparable....It is also a great com- 
pliment to the conscientiousness of trus» 
officials and staffs that they have been 
able to absorb and expertly handle the mass 
of additional work and detail thrust upon 
them by tax authorities, changing laws and 
property complexities, often since fee 
Statutes or schedules were last revised. 
Renegotiation iS one avenue in many cases 
to bringing trust departments further into 
the black. 


THE 366 COMMON TRUST FUNDS now in opera- 
tion have total market value in excess of 
$2.7 billion representing a growth in 
twelve months of 33 funds and $300 million 
in volume. While the 53% proportion of 
total Common Trust Fund assets invested in 
common stocks remained unchanged, 25 of 
the new funds, uot covered in last year's 
study of 300, are common stock funds. Most 
of these are the result of banks estab- 
lishing "dual" equity and fixed income 
funds or of so dividing a discretionary é 
fund already in operation. There are more 
than 114,000 participations in Common Trust 









we 
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“The Country Clients” by W. Dendy Sadler 
One of the famous prints in the collection of Trusts AND Estates library. 


Funds, compared to 102,000 a year earlier. 
For a more complete story see p. 256. 
te Oy ee 
- ee a 





TRUSTS AND EsTATES 








MA 


ATES 





UBLISHED 


An up-to-date 


commentary on Stock-Purchase 


STOCK-PURCH ASE AG REEMENTS 


£ CLOSE CORPORATION 


AND TH 





This new 84 page book discusses the latest develop- 
ments in the field. It was written by Alden Guild, J. D., 
in collaboration with Deane C. Davis, President of 
National Life of Vermont, and David F. Hoxie, Associate 
Counsel of the Company. Foreword by Mr. Davis, au- 
thor of “Life Insurance and Business Purchase Agree- 
ments * and current President of the Life Insurance 


Association of America. *Currently out of print 








Here are some of the legal, 
tax and trust considerations 
covered by this book 


Complete review of the relative 
merits of Stock-Retirement and 
Cross-Purchase Plans. 


Estate-tax implications in deter- 
mining the fair value of a stock- 
holder’s share in the business. 


Analysis of the problem of Unrea- 
y sonable Accumulation of Earnings. 


Discussion about Distributions in 
Redemption of Stock and the At- 
tribution Rules. 


/ Citations to and commentary on 
¥ controlling law. 


References to individual state laws 
pertaining to purchase by a cor- 
poration of its own shares. 


... Plus Specimen Agreements. 
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Agreements 


Available with our compliments to 
Lawyers, Trust Officers and 
Executives of Corporations 


This book, written by an attorney from the 
attorney’s point of view, is a lucid, complete 
review of all pertinent cases, codes, regula- 
tions and other considerations you may need 
to take into account in working up stock- 
purchase agreements for your clients. It shows 
the interplay of tax, legal, and other practical 
factors in these agreements. Further, the book 
contains Specimen Agreements which can be 
very useful as form guides for attorneys. 


You may already be familiar with Life In- 
surance and Business Purchase Agreements* 
by Deane C. Davis. That book has been widely 
distributed among lawyers since its first edi- 
tion in 1945 and has received much favorable 
comment. Stock-Purchase Agreements and The 
Close Corporation — although it retains many 
features that made the previous work valuable 
—is completely new — dealing, however, ex- 
clusively within the area of its title. It takes 
into account the many changes that have oc- 
curred during the past few years in the tax 
laws and their interpretation, in business 
practices, and in life insurance procedures for 
funding the agreements. 


For a complimentary copy, please write (on 
your professional letterhead) to National Life 
Insurance Company, Montpelier 7, Vermont. 


National Life 
Insurance Company 


MONTPELIER 7 


VERMONT 


Founded in 1850 - A Mutual Company - Owned by its Policyholders 


—_ 













HE CCMPETENT INVESTMENT MANA- 
=. needs his own ground rules. He 
strays from the scientific and analytical 
approach when he judges his decisions 
by the subsequent behavior at the se- 
curity markeiplace of others less knowl- 
edgeable than himself. Specifically, if 
market enthusiasm and transient fash- 
ions develop a market price in excess of 
demonstrable value and if the analyst 
decides to make a sale at that time, the 
wisdom of his action does not hinge on 
whether, in an emotional spirit, others, 
less well informed and less penetrating, 
and in the interim 
carry the securiiy to a price further 
above its true worth. 

Unless there is muiual understanding 
between client and adviser as to the ap- 
proach, investment management deteri- 
orates to a sham and a delusion and 
becomes nothing more substantial than 
a guessing game as to the extent of ex- 
cesses in unwarranted price fluctuations. 

In the recent revaluation of stocks, 
there was obviously a strong impulse to 
take a second look at the abnormal spurt 
which had brought the return on prime 
stocks substantially below the yield on 
high-grade bonds. 

The long term, post-war upswing in 
share prices had been accompanied by 
a dramatic growth in corporate earnings 
and by a growing acceptance of the 
“permanence” of the post-war deprecia- 
tion in the buying power of the dollar. 
In addition, a more metaphysical prin- 
ciple has been at work. This has been 
expressed in willingness of speculators 
and investors to increase the multiplier 
of earnings at which favored shares are 
appraised. Thus the market was willing 
to capitalize stocks at a greater number 
of times earnings than in the historic 
past. The glamor stocks, including the 
electronics and such performers as 
I.B.M., were deemed entitled to even 
more liberal price-to-earnings ratios 
than the market averages. In fact, mar- 
ket technicians rationalized the change 
by asserting the doctrine that growth 


are slower to react, 
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stocks could properly be capitalized at 
price to future earnings ratios. 

The thoughtful debate turns on what 
is the new normal multiplier of earn- 
ings. The proponents of the new per- 
spective argue that common. stocks, 
which had been downgraded as specula- 
tive prior to the Nineteen Twenties, are 
now deemed suitable for long-term in- 
vestment, and are bought for other than 
trading purposes by pension funds, fi- 
duciaries for individual trusts, by indi- 
vidual investors, college treasurers, mut- 
ual funds, closed-end investment com- 
panies, and others. 

It will take the test of time throug); 
several cycles before this central ques- 
tion can be deSnitively answered. While 
obviously the liberality of ratios will, as 
in the historic past, be greater in boom 
interludes and bull cycles than in reces- 
sions and corrective periods, my own 
view is that there has been an institu- 
tional change in the security world. This 
alteration is likely to be reflected statis- 
tically in higher peaks of price-to-earn- 
ings ratios than in the past in booms 
and the decline in ratios is likely to be 
less dramatic during episodes of read- 
justment and reappraisal. 

Meantime, whenever stocks are in a 
high price range, the professional, ana- 
lytical investor will be on the look-out 
for companies that are improving in 
contrast to those that are universally 
recognized as meritorious. On_ breaks, 
however, there will be a backlog of de- 
mand for the prestige issues, which 
though at times relatively over-valued, 
are worthy of their reputation. 

By a curious inversion, financial pack- 
ages of convenience for lay investors 
tend to be publicized almost in inverse 
ratio to their degree of excellence. In 
the nature of things, mutual funds, with 
an 8% load or surcharge for promo- 
tional, advertising and merchandising 
expenses, are shouting their virtues to 
the public. What is unknown except to a 
small elite is that a number of the major 
investment counsel firms operate affilia- 


*See biograph:ca! daia at page 173 


ted mutual funds with no “load”. If 
management and supervision are equal 
in both types of operation, obviously the 
“no load” mutual fund gives the investor 
a betier break, letting him get in and 
out at the current liquidating value of 
the holdings. But with no “load” for 
promotion, the funds operated by invest- 
ment counsel firms, tend to whisper 
about their virtue. 

And banks and trust companies have 
misconstrued the restraints on advertis- 
ing. They have accordingly missed get- 
ting the benefit in public prestige of 
their relatively new adventure in making 
the services of fiduciary institutions. 
long reserved for the wealthy, available 
to persons of modest means. As far as 
the larger public is concerned, there has 
been a wall of silence around the inno- 
vations of trust institutions especially in 
the area of common trust funds. The 
resultant harm from such reticence is 
more farreaching than a compe‘itive loss 
of potential earnings to vendors of mut- 
ual funds, investment company shares, 
and variable annuities sold by life insur- 
ance companies. Austere banks and trust 
companies have been bereft of the social 
advantage of usefully servicing what the 
economist T. N. Carver of Harvard once 
described as “the present economic revo- 
lution in the United States,” namely the 
spread of ownership of intangibles to 
broad masses of workers, small business 
and professional men and women, farm- 
ers, and others who have moved up into 
the investing group. 

The Federal Reserve regulations pro- 
scribe factual reporting about incre- 
ments and yield of common trust funds, 
but there is nothing in the law of man 
or God that prevents the great fiduciary 
institutions from calling attention, in a 
dignified manner, to their newer mecha- 
nisms for widening their services to in- 
clude the estate requirements of people 
of relatively little property. 

Socially, it is indefensible not to ex 
pose the larger public to the availability 
of quality financial products suc! as 
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co:mon trust funds and “no load” mut- 
ua! funds. It is a perverse abuse of the 
private enterprise system to appear to be 
saying that only vehicles of less quality 
are eligible to attract the attention of the 
broader public. 


The perpetuation of our free-choice, 
private property system is involved. 
N.A.M. propaganda for “free enter- 
prise” is weak indeed compared with the 
impact of good experiences in invest- 
ment in private companies by little 
people. The exhilaration of getting a fair 
shake will convince many of the merits 
of a voluntary economic society — in 
terms of their own self-interest. 


Top executives of the great banks and 
trust companies may be suffering from 
a cultural lag in hiding their light under 
a bushel. They are still motivated by the 
emotions of the mid-Nineteen Thirties 
when the new Banking Act was codified. 
With memories of the panic of 1929 still 
fresh at that time in the memory of the 
solons at Washington, there was strict 
inhibition against continuing the marri- 
age under a single roof of a commercial 
banking institution and a security affili- 
ate. As every trust man thoroughly un- 
derstands, the common trust is a device 
for making fiduciary service available 
to those of such slender means that the 
normal overhead for independent trust 
investment supervision would be exces- 
sive. In addition, the pooling of estates 
makes diversification feasible. 


The human significance lies in the 
fact that the Smiths and Joneses can 
these days get — at a fee they can afford 
— trust services hitherto reserved largely 
for the Astors, the Goelets, the Rocke- 
fellers and the Vanderbilts. 


It is another story whether the divorce 
of commercial and investment banking 
was eternally wise. This may be debat- 
able. This writer only goes so far as to 
suggest an attitude of mind toward o'd 
laws, old consent decrees, and judicial 
precedents. They should be periodically 
reviewed in light of contemporary eco- 
nomic growth and changing global com- 
petition. It is wrong to handicap the 
cost sheet by assuming that certain past 
decisions have been forever frozen. 


Thus, back in the Nineteen Twenties 
when it was already apparent that newer 
modes of transportation, such as the 
automobile, the bus, the truck, and the 
airplane would create a realignment of 
public preference, this writer, like a 
voice crying in the wilderness, argued 
that the national interest lay in convert- 
ing the railroad corporations into diver- 
sified transportation companies. I point- 


Marcu 1960 


ed out that their function is to move 
people and goods, and that they should 
envisage their destiny without prejudice 
for or against changing technology in 
transportation. The failure of the Inter- 
state Commerce Commission and_ the 
Congress to lift the legal restraints 
which prevented implementation of the 
concept has indeed been costly not only 
to the railroads but also to the national 
economy. 

With West Europe and Japan set up 
with modern industrial plants and im- 
proved technology, creative leaders in 
American industry and finance must 
widen their horizons on obsolescence. It 
is not enough to insist on quickly replac- 
ing old machinery, though still usable, 
with new and more efficient tools; it is 
also necessary to fight obsolescence in 
corporate bureaucracy in the intellectual 
processes and human relations of busi- 
ness. And even that is not sufficient. 
Nowadays the cost of government bulks 
large in the cost sheet of the individual 
company. And the battle against unne- 
cessary costs resulting from overstaying 
with obsolescence should include contin- 
uous re-examination of laws, judicial 
precedents, and consent decrees. It is not 
enough, if we want to assure continuing 
American economic primacy, to be half 
modern (in respect to physical tools and 
plant facilities) and half obsolete (in 
terms of policies and costs imposed on 
business by politics. ) 

Curiously enough, intelligent labor 
leadership ought to be working in close 
partnership with management in this di- 
rection, for the American high wage rate 
is at stake. With the risk of pricing our 
products out of the international mar- 
kets, we can undertake to protect high 
living standards for the American work- 
er by taking a fresh look at obsolete 
methods and _ governmental _ policies 
which bear heavily on the cost sheet. 

With American hourly money wages 
far above those of our competitors and 
threatening to price our products out of 
the market, union leadership ought to be 
working closely with management to dis- 
cover techniques other than wage slash- 
ing for reducing American costs. Intern- 
ally, one approach would be to reduce 
“feather-bedding” through revision of 
work rules. Externally, a_ sensible 
method would be to lower the burdens 
on the cost sheet of American enter- 
prises caused by extravagant govern- 
ment spending. A reduction in the 52% 
corporate income tax rate would provide 
prompt relief. The issue of tax relief 
could be shifted from dead center if the 
unions could be induced to study the 


impact of onerous taxes on the precious 
subject of job security. In this area, a 
more realistic depreciation tax policy 
would be constructive. In the matter of 
the effect of fairer depreciation policies 
on improving American industrial costs 
and making them more competitive in 
foreign markets, Dan Throop Smith, 
Harvard professor of Finance and 
former Special Assistant to the Secretary 
of the Treasury in Charge of Tax Policy, 
in a talk before the American Economic 
Association, said: 


“Many other countries permit de- 
ductions (for depreciation) in excess 
of actual cost of some categories of 
depreciable property, or large initial 
deductions in the year of acquisition. 
Such large allowances do not seem 
necessary in this country under pres- 
ent circumstances, nor does an adjust- 
ment to reflect an excess of replace- 
ment cost over original cost, import- 
ant though the problem of high re- 
placement cost is in some industries. 
A faster recovery of original cost will 
help meet the problem of higher re- 
placement cost as well as encourage 
and facilitate investment generally.” 


In light of the stronger competitive 
position of industry in Europe and 
Japan, the unions, if they know on 
which side their bread is buttered, will 
desert the tax demagogues. Sane fiscal 
thinking over here bogged down in 1932 
when at a climactic moment the late Fi- 
orello La Guardia discredited the pro- 
posed national sales tax by castigating 
it as a tax on the “poor”, while he 
ballyhooed for more steeply graduated 
personal income tax rates which would 
“soak the rich”. The La Guardia emo- 
tionalism still prevails, with top personal 
tax rates running up to 91 per cent. But 
this premise is based on sheer illusion. 
Of the total federal income tax yield, 
less than 2 comes from rates above 
50% and less than 15% stems from the 
progression of graduated rates above 
the basic mass impost of 20 per cent. 


As a barrier to tax reduction, an in- 
tellectual battle on taxing and spending 
is already brewing beneath the surface, 
and, unless advocates of the American 
enterprise system are alert, the built-in 
handicaps in the American corporate 
cost sheet may be further frozen. While 
those versed in the realities of interna- 
tional competition have recognized the 
desirability of forbearance in govern- 
mental spending, a school of thought is 
emerging which has been attacking the 
Eisenhower Administration for spending 
too little. Instead of criticizing the Presi- 
dent for failing for the period as a 


(Continued on page 278) 
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PRUDENT PEOPLE IN AN [MpRUDENT WorLD 


Reckoning with Optimism, Cost-Push and Competition 


OINCIDENT WITH A RISING TIDE OF 
} optimistic forecasts for the near fu- 
ture and the long-term prosperity, and a 
vacillating or lowering stock market 
while bonds stole the investment show, 
more than 2300 trust executives packed 
the Waldorf-Astoria ballroom on Febru- 
ary Sth-10th and flowed over into num- 
erus parlors for the variegated panel 
sessions. Most sessions were as packed 
during the daytime as were the popular 
Broadway shows each evening. 

Extra accommodations were provid- 
ed for informal “problem” meetings 
with committee representatives to dis- 
cuss — in the cozy tier-boxes of the ball- 
room — such everlasting matters as Op- 
erations, Investments, Common Trust 
Funds and Employee Trusts. Here the in- 
dividual’s practical questions of daily 
administration could be, and were, an- 
swered — if not by a pat solution, at 
least through finding that others were 
in the same quandary and that trust 
work may be as local as a hardware 
business or a doctor’s office, but that 
the problems are national in implica- 
tion and interest. 
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The trust business, which has “come of 
age in the past 40 years,” is so flexible, 
vigorous and necessary that “there are 
limitless possibilities of change and of 
growth in the next 40 years,” Charles W. 
Hamilton, president of the Trust Division 
and senior vice president and trust off- 
cer, National Bank of Commerce, Hous- 
ton, told the opening sessicn. 

The year 1920 witnessed not only the 
first Mid-Winter Trust Conference, but 
also the first recommended schedule of 
compensation for trust services, and the 
beginning of a national publicity cam- 
paign in which 600 trust institutions par- 
ticipated. The first Western Regional 
Trust Conference was held in 1923, the 
first Mid-Continent in 1925 and the first 
Southern in 1928. The Statement of Prin- 
ciples of Trust Institutions was adopted 
in 1933. In addition to these landmarks 
of trust development, the present growth 
of the business, Mr. Hamilton said, 
stemmed from the promulgation of Reg- 
ulation F, the acceptance of the Common 
Trust Fund as an effective medium for 
the investment of smaller trust accounts, 
the spread of the Prudent Man Rule, the 


expansion of pension and profit-sharing 
plans and the development of estate plan- 
ning and cooperation with attorneys. 


Trust and Judicial Personnel 


Plans 


for the new National Trust 


School, which will hold its first session 
at Northwestern University, Evanston, i 
Ill., August 8-26, were outlined by Rich- 

ard P. Chapman, chairman of the board © 
of regents and president, Merchants Na- j 


% 


tional Bank, Boston. Merger of the Trust | 
Development School of the Illinois Bank- | 
ers Association with the National Trust 
School resulted, he said, in “bringing a | 
background of 14 years of highly suc- | 
cessful accomplishment.” The trust busi- 
ness “stands to double in volume within 
a 10 to 15 year span,” Mr. Chapman 
added. “Accelerated training has become | 
an imperative . . . Select the best young | 
men available . . . Don’t bargain hunt 


... Provide them with training and trust 
education as fast as they can absorb it.” 

Trust people are the champions of in- 
heritance. They are conservators who 
provide dynamic management in the 
care of property entrusted to them, John 
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W. Remington, president of the Ameri- 
can Bankers Association and of Lincoln 
Rochester (N.Y.) Trust Co., told the 
conference at the Tuesday morning ses- 
sion. The growth that lies ahead in this 
country must be financed to a great de- 
gree out of the savings of the American 
people. People save not only from fear 
of a business decline, but to provide for 
their own security and assure the future 
of their families. The survival of the 
right of inheritance is a matter of deep 
concern to the American people and to 
those who plan and administer trustee- 
ship for them. 


The inequity of estate and gift tax 
rates, and the dangers lurking in the size 
of the national debt, farm price supports 
and socialized medicine are matters in 
which trust people might well become in- 
formed, as well as the cry for low inter- 
est rates, artificial control of government 
bond prices and restraints upon the pow- 
ers of the Federal Reserve Board. The in- 
equalities of the tax treatment of com- 
mercial banks compared with other in- 
stitutions that foster individual savings 
was pointed out by Mr. Remington. A 
study of the issues and attendance at the 
polls are essential, he said, and occasion- 
al contact with legislators may be advis- 


able. 

Trust people hold a unique position in 
properly guiding and educating owners 
of property in the best ways of dispos- 
ing of their wealth, Mr. Remington 
noted. The practical education of the 


beneficiaries of inheritance is also an 
important opportunity. “The desire to 
protect is natural and instinctive. As you 
help customers to plan for children and 
other dependents, you are helping to ful- 
fill a desire which is basic and funda- 
mental,” he said. 

To reach these goals the education of 
the trust man or woman is itself impor- 
tant. Besides the customary training in 
schools and A.I.B. courses for them- 
selves, trust people must use vision and 
ingenuity in discovering better ways to 
educate their customers, Mr. Remington 
advised. Changing times bring new chal- 
lenges which should stir the imagination 
of well trained and thoughtful people 
who have elected trust business as their 
life work. 


The time may be near, Mr. Remington 
concluded, to think about a degree or 
designation for trustmen who have been 
graduated from one of the trust schools 
or otherwise met exacting standards of 
training and excellence in fiduciary work 

. perhavs an American College of 
Trustmen. This could dignify the work 
of trustmen engaged in the professional 
management of property and help bring 
the attention of more people to the value 
of trusteeship. 

Another aspect of the need for person- 
nel was underscored by John H. Randall, 
president of the American Bar Associa- 
tion, who urged the trustmen to support 
the Omnibus Judgeship Bill which would 
provide 43 additional Federal judge- 
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Division officers and speakers at the opening session of the Mid-Winter Trust Conference. 
From the left: Robert G. Howard, Trust Division secretary; Richard P. Chapman, chairman, 


board of regents, National Trust School, former president of Trust Division, and president, 
Merchants National Bank, Boston; Merle E. Selecman, executive vice president and execu- 
tive manager, A.B.A.; Charles W. Hamilton, Trust Division president, and senior vice presi- 
em and trust officer, National Bank of Commerce, Houston; Thomas H. Beacom, chairman, 


executive committee of Trust Division, and vice president, First National Bank of Chicago; 
Austin W. Scott, professor of law, Harvard Law School; Robert R. Duncan, vice president, 
Trust Division, and chairman of board, Harvard Trust Co., Cambridge; Gilbert T. Stephen- 
son, Pendleton, N. C., former director of trust research at A.B.A. and former Trust Division 
president; Dr. Marcus Nadler, professor of finance, New York University; and Joseph H. 


olfe, who was until January 1 Trust Division secretary, and is now vice president and 


trust officer, Merchants National Bank, Boston. 
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ships. Asserting that justice delayed is 
justice denied, the Cedar Rapids (Iowa) 
attorney presented statistics clearly dem- 
onstrating the overcrowded condition of 
court calendars and the undue burden 
on the present judiciary. Although the 
problem also exists at the state court 
level, Mr. Randall indicated that local 
reform might quickly follow Federal 
action. 

Among the figures cited were the 
quadrupling of the business of the Fed- 
eral courts since 1900 while the number 
of judges has barely doubled, and the 
current backlog of almost 75,000 cases 
in the district courts, enough to keep all 
those judges busy for a year even with- 
out new cases being filed. These and 
other data studied by the Judicial Con- 
ference, which is set up under a Federal 
statute and meets at the call of the Chief 
Justice of the United States, led to its 
recommendation for the creation of 43 
new judgeships. 

Other areas calling for legislative ac- 
tion, in the speaker’s opinion, include a 
mandatory retirement age of 70, and im- 
provement in courtroom physical facili- 
ties, such as air conditioning which 
would permit holding terms in the sum- 
mer. All these needs call for concerted 
contacting of legislators by all citizens, 


Mr. Randall concluded. 


Investment Prognosis and Climate 


The principal problems facing the 
country in the 60s are inflation and ris- 
ing costs of government, according to 
Dr. Marcus Nadler, professor of eco- 
nomics, New York University, marking 
his twelfth appearance before the Mid- 
Winter Conference. With estimated 
population growth concentrated in the 
below 18 and over 65 year groups, the 
need for more schools and similar facili- 
ties for youth will create pressure on 
local taxing units and probably force 
more reliance upon federal aid. Large 
spending for defense and other meas- 
ures, if continued, will add to inflation- 
ary trends. As offsets, Dr. Nadler noted 
that an expanding labor force would 
tend to hold down labor costs through 
keener job competition, plus introduc- 
tion of labor-saving equipment. 

While Dr. Nadler wisely refused to 
prophesy the future, he asserted that a 
stable investment climate could be hoped 
for by rising to the challenge of curbing 
inflationary forces by exercise of fiscal 
discipline. He also stressed the fact that 
today’s efficient, low-cost foreign sources, 
plus the Soviet Union, would doubtless 
tend over the years to form larger eco- 


(Continued on page 279) 
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don t you talk 
to the people at 
[he Chase Manhattan ? 


Underwriters and Distributors of 
STATE, MUNICIPAL AND PUBLIC HOUSING AGENCY 


Bonds and Notes 
CJ 


Dealers in and Distributors of Securities of 

FEDERAL LAND BANKS «+ FEDERAL HOME LOAN BANKS 

FEDERAL INTERMEDIATE CREDIT BANKS 

BANKS FOR COOPERATIVES 

FEDERAL NATIONAL MORTGAGE ASSOCIATION 

UNITED STATES GOVERNMENT INSURED MERCHANT MARINE BONDS 
and 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
(World Bank) 


The Chase Manhattan Bank offers trust officers, attorneys and others acting in 
fiduciary capacities the combined facilities of a fully staffed and thoroughly ex- © 
perienced Trust Department and Bond Department. Whatever your needs, you 
can be assured of the personal attention of experienced and interested officers. 





Trust Department 


THE 


CHASE MANHATTAN 
BANK 


Chartered 1799 
Head Office: New York 15, N. Y. 
Member Federal Deposit Insurance Corporation 
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The Mass Trust Market 


Accumulative Trust Using Common Trust Fund 


Seen as Key to Profitable Service 


MORTON SMITH 


Vice President, Girard Trust Corn Exchange Bank, Philadelphia 


NE HAS ONLY TO MENTION THE EX- 
| sete way in which banking 
services have been extended to an ever 
widening public to highlight the failure 
of the personal trust business to reach 
the mass market. This is in spite of the 
fact that we have developed an instru- 
ment which is peculiarly adapted to that 
market — the common trust fund — de- 
scribed by T. B. Williams of the Secur- 
ity First National of Los Angeles as “the 
greatest stép forward since the organiza- 
tion of the first corporate trustee.” 


However, it has not been used, as have 
the new banking techniques, to enlarge 
the base of our service among the gen- 
eral public who have not used our ser- 
vices previously. Its principal function 
up until now, at least, has been to enable 
us to handle economically the small ac- 
counts already on our books and busi- 
ness we would probably have accepted 
even without it. 

For 15 years, to my knowledge, lead- 
ers of our business have been stressing 
the importance of actively developing 
small trust business. No one, as I recall, 
has raised his voice in disagreement. Yet 
no sustained effort has been made to do 
anything about it. I suspect the reason 
for this is that we haven’t asked our- 
selves the one basic question: “Does the 
mass market have any use for trust ser- 
vice at a price which will make it profit- 
able for us”? 


Record re “Small” Estates 


There was a widely held theory in 
1944. that cultivation of the mass market 
was a matter of sheer necessity; we had 
no other choice if we wanted to stay in 
business. Confiscatory taxes and share- 
the-wealth schemes of the Welfare State 
were found to result in fewer rich peo- 
ple and smaller trust accounts. The Trust 
Division’s Committee on Trust Policies 
was so convinced of this that it stated in 
1944: “. . . it is. undoubtedly true that 
the average size 6f accounts will tend 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 10, 1960. 
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steadily downward, and trust institutions 
must prepare accordingly.” 

Such a miscalculation can be attrib- 
uted only to the pessimistic frame of 
mind common to Republicans during the 
Roosevelt Administration. The exact op- 
posite has happened, To illustrate: 


1. The percentage of trusts pro- 
ducing more than $3,000 annual in- 
come increased, according to a Trust 
Division survey, from 24 per cent in 
1942 to 36 per cent in 1956. 


2. Chicago’s First National Bank 
reported here last year that since 
1938 the percentage of their estates 
valued at $60,000 or more had dou- 
bled. 


8. Mr. Trenary of the United 
States Trust Company reporting in 
1956 on a poll conducted by the Trust 
Division stated that spending units in 
the U. S. with $5,000-$15,000 annual 
income had doubled from 19 per cent 
in 1946 to 38 per cent in 1953. Said 
he: “The Committee on Trust Policies 
has had an active curiosity for more 
than two years about developing a 
market for trust services in this wide 
field.” 


The Trust Division’s “active curiosity” 


about the mass market has not, to my 
knowledge, resulted in an effort to de- 
velop it. Indeed, in relation to the energy 
which has gone into protesting our inter- 
est in the common man over the years, 
the action taken is truly negligible. Let 
me give two examples: 


a. In 1945 my own bank and the 
Security First of Los Angeles pub- 
lished advertisements titled “If you 
have $1,000, you have an estate.” Re- 
sults were most encouraging. People 
with estates up to $100,000 came in, 
feeling very important indeed in rela- 
tion to the $1,000 accounts we said 
we were soliciting. Fortunately, we 
got very few of the latter; and fear- 
ing, I suppose, that we might get 
more, the slogan was dropped, and 
nothing’s been heard of it since. 

b. In 1949 the Trust Division’s 
Committee on Fiduciary Legislation 
developed a Model Small Estates Act 
to provide simple administration for 
estates of up to $10,000. It was 
adopted by the Commissioners on Uni- 
form State Laws in 1951. However, 


no state has yet passed it; and I am 
told that the Trust Division decided 
not to press for its adoption on the 
grounds that our business didn’t stand 
to gain much by such legislation. 


The absence of follow-through in these 
matters is all the more surprising in the 
light of the results of Mr. Trenary’s sur- 
vey previously mentioned. Out of 400 


banks replying to the question, “what is | 


the smallest estate you would accept or | 


solicit,” 181 said either “any amount” or 


“$5,000 or under.” 


Solicit — or Accept? 

The acid test of whether or not a bank 
really wants a class of business is this: 
“Does it go out and ask for it?” — not 
“does it accept it?” If a bank asks for it, 
it’s safe to assume it expects to make a 
profit from it. 

Following last year’s Mid-Winter 
Trust Conference, therefore, I ran a 
small survey of my own. Replies were 
received from 78 banks (of the 100 writ- 
ten to) in 39 states. Only 2 said they 
would solicit estates of less than $10,000 
and only one would solicit trusts of un- 
der $10,000. Fourteen banks solicited es- 
tates and trusts of under $20,000. Some 
of the comments: 


“Would accept simple estate of $10,- / 


000 and might refuse a complicated one | 


of $200,000.” (Delaware) 

Trusts under $50,000 “accepted reluc- 
tantly.” Note that this bank operates a 
common trust fund! (Kentucky) 

“In view of availability of estate busi- 
ness generally, wouldn’t solicit less than 
$100,000.” (Minnesota) 

Solicit any trust “profitable to bene- 
ficiaries under our minimum fee sched- 
ule.” (Missouri) 


Would accept a trust as small as $10.- | 


000 where “we expect it to grow.” (Up- 
state New York) 


tS 


Two-thirds of the banks reporting | 


operate C.T.F.’s and of those who don't, 
several were interested only in business 
cf $100,000 and over. 

The conclusions I arrive at as a result 
of this survey are: 
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a. Few banks believe that accounts 
under $20,000 comprise a profitable 
market for trust services, 


b. A substantial number feel they 
ean make money in the $20,000 to 
$40,000 class, and almost all believe 
that the $40,000 to $100,000 area is 
a profitable market. 


You will notice that the results of my 
sampling are at considerable variance 
with Mr, Trenary’s findings in 1956. 
Consequently, I’d like to approach the 
problem from an entirely different point 
of view: 


The Economic-Value Test 


The Statement of Trust Principles says 
that the two determining factors in ac- 
cepting trust business are: Is the trust 
service needed and can the service be 
rendered properly? 

How many small trust accounts really 
perform a useful economic function? In 
1941, Robert S. Davis, then of Irving 
Trust Company in New York, wrote a 
G.S.B. thesis on “Small Trust Accounts,” 
in which he said: “If the trust will not 
support a $50 annual fee . . . it is a 
nuisance to the bank . . . and too small 
to be of practical value either as a fund 
for the education of minors . . . or for 
the care of old persons ... or... for 
the preservation of capital to be distrib- 
uted at some future time.” Mr. Davis 
went on to express some doubt as to 
whether or not trusts should be estab- 
lished under $20,000 in size. Double 
these figures to take care of inflation 
since 1941, and today Mr. Davis would 
probably argue for a $100 minimum fee 
and a $40,000 minimum size. 

But let’s stay with the $20,000 figure. 
Ask yourself what useful purpose is 
served by creating a trust for $20,000 
income to “A” for life, with no power to 
consume principal? Net of commissions, 
this produces about $700 a year or $13 
a week. The courts in Pennsylvania have 
this to say about the utility of such an 
arrangement: “In employing the doc- 
trine of failure of purpose . . . the courts 
have ascribed to settlor . . . an intention 
to make adequate financial provision for 
the income beneficiary, and where con- 
tinuance of the trust would jeopardize 
that intention, the court will decree ter- 
mination.”! On this line of reasoning, 
the court terminated a trust producing 
an annual income of $624. 

Take an estate of $20,000 where there 
are no problems and the assets are sim- 
ple. Are the legatees, the creditors, or the 
state itself benefited in any way by put- 
ing it through the same full-dress admin- 
istration required in larger, more com- 


‘La Motte Estate, 84 D. & C. 260, 1953. 
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plicated cases? Of course, many states 
provide for settlement of estates up to 
$3,000 without the usual administration. 
However, unless a simple, expeditious 
method of administration can be pro- 
vided for the $3,000 to $20,000 category, 
avoidance of administration, chiefly 
through the joint-name route, will take 
care of the problem, and we and our 
lawyer friends won’t have to bother. 


My own belief is that there is not 
much potential demand for conventional 
trust services in the mass market, which 
constitutes the backbone of our retail 
banking service — the great middle-in- 
come group. 


just 
like having 
your own 


TRUST 
ADVERTISING 
DEPARTMENT 


We take the time to learn the 
way your Trust Officers say 
things — the way your Trust 
Department does things. 
The result is trust advertis- 
ing that reflects the per- 
sonality of your opera- 
tion — just like having 
your own Trust Adver- 


tising Department. 


Accumulative Trusts 

Before we abandon the mass market to 
the other professional property managers 
such as mutual funds, let’s see what kind 
of an animal we are dealing with. 

As I see the mass market trust pros- 
pect, he wants to accumulate as much as 
he can during his earning years, and on 
retirement or death to maximize income 
for himself or his family. He is a pros- 
pect now for an accumulative trust, He 
doesn’t have anything like $20,000 saved 
up, but he does have say $3,000 or 
$4,000. He wants to put it where it will 
be safe, and he expects to add to it peri- 
odically, provided he can keep up his 


Write and ask 
one of us to call 
and explain how you 
can increase the busi- 
ness and profits of your 


trust operation. 


THE PURSE 
COMPANY 


Headguarters for 
“Saat péduertirin g 


CHATTANOOGA 2, TENNESSEE 
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payments to the bank’s consumer credit 
department! He doesn’t need current in- 
come, and he doesn’t want to speculate. 
He is trying for accumulation, and he is 
willing to pay a reasonable fee for man- 
agement. Furthermore, a high ratio of 
fee to income won’t scare him off. A 
common trust fund is ideal for him. You 
will recognize the gentleman as a first 
cousin to the Simpson-Keogh prospect, 
except for the fact that he gets no tax 
advantage on his savings. 

Now, although the banks covered in 
my survey showed very little interest in 
conventional trusts under $20,000, it was 
quite the contrary with respect to Simp- 
son-Keogh. In response to the question, 
“do you expect to extend trust service” 
under the provisions of this bill, 67 banks 
said “yes” and only 10 “no.” The “yes’s” 
extended all the way from “yes, reluctant- 
ly” in Los Angeles and Chicago to “yes” 
with enthusiasm in Florida, Mississippi, 
and New Hampshire. 

Here is small trust business with a ven- 
geance — no more than a few hundred 
dollars per annum per participant. Yet 
the majority of banks I polled — large 
and small, city and country — expect to 
get into it. Why? They would be manag- 
ing accumulative trusts through the me- 
dium of a pooled investment fund. In 
addition, it is felt that Simpson-Keogh 


An Essential Service 


EXECUTORS « ATTORNEYS 


The PARKE-BERNET GALLERIES, America’s leading auction firm for sales of 
art and literary property, jewelry, furs and other personal effects, is in a 
position to render unique service in the liquidation of such property in 
estates. A large permanent staff, expert in every phase of auction presenta- 
tion, unsurpassed exhibition and salesroom facilities, and a large clientele 
of important collectors combine to attain the most effective, efficient and 
successful results in liquidations. Consultation and advice on your particular 
problem may be arranged without obligation. Parke-Bernet also makes 
appraisals for estate tax, gift tax, insurance and other purposes, of all types 
of art and literary property including jewelry. 


Write for Particulars 


PARKE-BERNET GALLERIES ¢ Inc 
980 MADISON AVENUE + NEW YORK 21 
LESLIE A. HYAM, President 


LOUIS J. MARION, Executive Vice-President 
MARY VANDEGRIFT + ANTHONY N. BADE, Vice-Presidents 
MAX BARTHOLET, Secretary and Treasurer 


trusts will enable a bank to cultivate the 
grass roots of its business in a way which 
has not been possible heretofore. 

Note, however, that the big city banks 
appear unenthusiastic, in spite of the fact 
that simplification, standardization, and 
volume are important in this type of oper- 
ation and the biggest volume is in the 
biggest cities. Evidently, the big boys feel 
that their energies can be more profitably 
employed elsewhere. However, trust de- 
partments outside large metropolitan cen- 
ters have some advantage in going after 
small business like Simpson-Keogh. Their 
overhead costs are lower, and rates tend 
to be more flexible. Most important, they 
have more incentive to develop it, if only 
because the large business is harder to 
come by. 

After our mass market prospect has 
finished his active earning period, his 
accumulative trust may well exceed 
$20,000. If he continues to need trust ser- 
vice at this point, it will almost certainly 
be for the purpose of obtaining as much 
income as possible for himself or his im- 
mediate family. He will not be greatly 
concerned with violating the rule against 
perpetuities. He will need a power to con- 
sume, in other words, a distributive or 
annuity trust. Again the common trust 
fund makes this possible. It is a simple 
matter to set up a schedule of unit re- 
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demptions to supplement income over 
whatever period of years is desired. ‘f 
principal withdrawals are geared to units, 
the payments will vary as the value of 
units fluctuates. The payments, in effec, 
would be a “variable annuity.” To date 
of course, such payments would have 
been in a steadily rising trend. 


Find Out Needs of the Market 


My own answer to the question I asked 
at the beginning is that we cannot ser- 
vice the mass market with conventional 
trust service. So far, we have shown no 
real interest in this field, although we 
have done a lot of talking about it. 
Whether or not we should enter it is a 
matter of individual choice. This much 
is certain: there is no use trying to culti- 
vate small trust business without services 
especially designed for it. Clearly, such 
services will have to be built around more 
imaginative uses of the common trust 
fund. Just as clearly, such services will 
have to be brought to the attention of the 
public by advertising after the manner of 
retail banking services. Some may ques- 
tion whether or not this is possible in 
view of the regulations on advertising 
associated with Regulation “F.” How- 
ever, on the grounds that the public is en- 
titled to be informed about services which 
are in their interest, | see no reason why 
this should be an obstacle. 


If we as an industry are interested in 
the profitable development of small trust 
business, we must first try to find out the 
special needs of the market we are try- 
ing to serve. Only then can we decide 
whether or not we are properly equipped 


to fill them. 
A A A 


CALIFORNIA TRUSTMEN HoLp NEw 
BusINEss CONFERENCE 


A Conference on New Business De- 
velopment on March 4 was sponsored in 
San Francisco by the Trust Division of 
the California Bankers Association. The 
method followed was that of workshop 
discussions and the topics included: 
Trust Relationships with Attorneys, Ac- 
countants and Life Underwriters; Ad- 
vertising and Public Relations; Maxi- 
mum Coordination with the Banking 
Department; Retention of Actual and 
Potential Business; The Future of Es- 
tate Planning; Training and Supervision 
of New Business Personnel; Trust In- 
vestment Knowledge Requirements for 
New Business Personnel; and ‘Tax 
Knowledge Requirements for New Busi- 
ness Personnel. 
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INDIVIDUALS ACTING AS FIDUCIARIES 


When a Fiduciary appoints Bankers Trust 
as Agent, the worry and details of security 
and real estate management and the exact- 
ing demands of record keeping are elimi- 
nated. 


Individuals acting as Executor, Adminis- 
trator, Trustee or Guardian—and their Coun- 
selors, Accountants or Advisors—benefit by 
all these unusually experienced services 
which are available in whole or part, as may 
be most helpful. 


@ Investment Advisory Service 
@ Safekeeping of Securities 


BANKERS TRUST COMPANY 
16 Wall Street, New York 15, N.Y. REctor 2-8900 


Member Federal Deposit Insurance Corporation 


@ Collections of Dividends and Interest 

e Handling of Security Sales and Purchases 

@ Stock Transfers 

e Maintenance of Complete Estate, Trust and 
Income Tax Records 

e@ Real Estate Management and Mortgage 
Servicing 

e@ Depositary under Court Order 


You are invited to write or telephone our 
Trust Department for full information, with- 
out obligation. Please ask for our printed 
outline of the services we render as agent for 
individual executors. 














Proposed Restatement Rules 





Waat Law Governs Trusts? 


fie AMERICAN Law _ INSTITUTE IS 
preparing a revision of the Restate- 
ment of Conflict of Laws. The reporter is 
Professor Willis L. M. Reese of the 
Columbia Law School, and I am his 
chief consultant. It seems appropriate to 
report on the progress of this work, so 
far as it relates to trusts, and to invite 
suggestions. 

Difficulties arise where all the elements 
are not confined to a single state. The 
trust may be created by a resident of one 
state, the trustee may be a resident or 
trust company of another state, the prop- 
erty may be situated in a third state, the 
trust may be administered in a fourth 
state, and the beneficiaries or some of 
them may be residents of a fifth state. 
Whose law governs the creation or ad- 
ministration of the trust? I shall deal 
with the principles stated in the original 
Restatement and with the proposed 
changes in the revision. 


Immovables 


The existence and extent of legal or 
equitable interests in land are deter- 
mined by the law of the situs of the land. 
More specifically, the validity and ad- 
ministration of a trust of an interest in 
land are governed by the law of the state 
where the land is situated. It is so stated 
both in the original Restatement and in 
the revision. See Secs. 241, 243. So, also, 
the administration of such a trust is sub- 
ject to the supervision of the courts of 
the state where the land is situated, 
whether the trust is created inter vivos 
or by will. This is true even though the 
trust also includes interests in movables, 
although the law of another state may 
govern the validity and administration 
of the trust so far as the movables are 
concerned. 

Where land is conveyed or devised 
upon trust with a direction to sell and 
hold the proceeds in trust, the law of the 
situs of the land determines whether 
there is an equitable conversion. See 
Secs. 209, 244. But a question arises 
where the trust of the proceeds is to be 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 8, 1960. 
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AUSTIN W. SCOTT 


Professor of Law, Harvard Law School 


administered in another state. It would 
seem that the validity and administration 
of the trust of the proceeds may be gov- 
erned by the law of the other state, in 
accordance with the rules governing the 
validity and administration of trusts of 
movables. 


Another special problem arises where 
a statute provides that a testator cannot 
by will leave more than a certain propor- 
tion of his estate for charitable purposes. 
Will such a restriction in the state of the 
situs of the land, but not in the state of 
the testator’s domicil, be given effect? 
Conversely, if there is such a restriction 
in the state of the testator’s domicil but 
not in the state of the situs of the land, 
will it be given effect? These questions 
have arisen in several cases but are not 
yet treated in the Restatement.? A sim- 
ilar question may arise as to the rights 
of a surviving spouse. 


Movables 


More difficult questions arise where 
the trust property consists of interests in 
movables; that is, in chattels and more 
especially in securities and in intangible 
things such as choses in action. Here it 
is necessary to consider questions as to 
the validity of the trust and questions as 
to its administration, both where the 
trust is created inter vivos and where it 
is created by will. 


Validity of Trust Created 
Inter Vivos 


In earlier days, the courts were in- 
clined to hold that a disposition inter 
vivos of movables should be governed by 
the law of the domicil of the person mak- 
ing the disposition. The courts applied 
the maxim, mobilia sequunter personam. 
This notion has been superseded very 
generally by a rule that the disposition 
of a tangible thing should be governed 
by the law of the situs of the thing at 
the time when the disposition is made. 


Thus in the original Restatement in 


1See Estate of Dwyer, 159 Cal. 680, 115 Pac. 242 
(1911); Decker v. Vreeland, 220 N.Y. 326, 115 N.E. 
989 (1917); In re Reynold’s Will, 85 N.W. 2d 553 
(N.D. 1957); Paschal v. Acklin, 27 Tex. 173 (1863). 


dealing with outright conveyances, it is 
stated that the validity of a conveyance 
of an interest in a chattel is determined! 
by the law of the state where the chattel 
is at the time of the conveyance. In the 
revision of the Restatement, it is pro. 
posed to follow this general rule, but to 
state also that the law of the state of 
situs determines whether the case should 
be decided by its local law or by the 
local law of another state. See Sec. 254a. 
Both in the original and in the revised 
Restatement it is stated that the validity * 
of a conveyance of an interest in a docu. 
ment in which a right is embodied (such 
as a bill, a note, a bond) is determined 
by the law of the state where the docu- 
ment was at the time of the conveyance. 
See Sec. 262. There is a question wheth. 
er and for what purposes the disposition 
of shares of stock is governed by the 
law of the situs of the certificates or the 
law of the state of incorporation. 





I have been speaking of the law gov- 
erning. outright conveyances. The crea- 
tion of a trust is quite different. An out: 
right conveyance is either valid or in- 
valid at the outset, once and for all. Ins 
the case of a trust, its creation establish-| 
es a continuing relationship between the 
trustee and the beneficiaries. The state 
in which the trust is to be administered 
may be different from the state in which 
the trust is created, and this may affect 
its validity. In the second place, the trust 
property is ordinarily not a single mov- 
able but includes a group of movables 
which may be situated in different states 
at the time of the creation of the trust. 
and may include intangible things, such 
as choses in action, 





In the original and in the revised Re 
statement, it is agreed that the validity 
of the trust should not be determined by} 
the law of the forum. The result ought to}, 
be the same no matter where the suit i} 
brought. There should be no shopping}, 
for a forum that might give the plaintiff} 
a result which he desires. Moreover, i}, 
would be fatal for estate planning if the 
validity of the trust or of any provision} 
thereof should depend on the law of the} 





q 





TRUSTS AND [sTATES 


ee Flute ea UU UP UPTO Teele EOE EEELOLOLI TTT Ph tii lal LLEL 





it is 
ance 
‘ined 
attel 
1 the 
pro- 
ut to ® 
e of 

ould 

~ the 

54a. 

vised 

idity * 
locu- 
such 
lined 
locu- 
ance, 
heth- 
sition 
y the 
r the 





gov: 
crea: 
1 Out: 
iT in- 
ll. Ine 
blish-/ 
n the 

state 

tered 

which, 
affect 
trust 
mov: } 
vables 
states | 
trust. 
such 





d Re 
ilidity 
ed by | 
ght tof) 
suit is} 
pping : 
aintif 
ver, il} 
if the 

vision} 


of thef 


a 










TATES$ 





state in which a subsequent action may 
be brought. 

In the original Restatement, Sec. 294, 
it is stated that the validity of a trust of 
chatiels created inter vivos is determined 
as to each item by the law of the state in 
which the particular chattel is at the time 
of the creation of the trust. This state- 
ment seems to be undesirable and not in 


It is desirable that the validity of a trust 
of movables should be governed by the 
law of a single state. In Sec. 294 of the 
revision, it is proposed to say that the 
validity of an inter vivos trust of inter- 
ests in movables is determined “(a) by 
the local law of the state designated in 
the trust instrument as that of the gov- 
erning law, provided that this state has a 
substantial connection with the trust, or 
b) if there is no such designation or it 
is ineffective, by the local law of the state 
with which the trust is most closely con- 
nected.” 

The proposed section lays great stress 
on the intention of the settlor. It pro- 
vides that if the settlor designates a state 
as that of the governing law, the law of 
that state shall govern, provided that it 


_— 


°This is subject to a possible limitation where 
there is a strong public policy in the state of the 
situs of any of the property at the time of the crea- 
tion of the trust, a matter which I shall deal with 
later. 


has a substantial connection with the 
trust. He may designate the state where 
he intends the trust to be administered, 
or the state of the place of business or 
domicil or state of incorporation of the 
trustee, or the state of his own domicil, 
or the state where the property is sit- 
uated at the time of the creation of the 
trust, or the state of the domicil of the 
beneficiary. The recent authorities tend 
to support this rule, there seems to be 
no policy against it, and it enables the 
settlor to plan his estate with some assur- 
ance that his plans will be upheld. The 
rule as stated applies to questions of 
capacity, of formal validity, and of sub- 
stantial validity. Is it too bold a state- 
ment? 

In the absence of a designation of the 
governing law by the settlor, the validity 
of the trust is to be governed by the local 
law of the state with which the trust is 
“most closely connected.” This is ordi- 
narily the state in which the trust is to be 
administered if a place of administration 
is designated by the settlor. If no place 
of administration is specifically desig- 
nated, it may be reasonable to infer that 
he intended that the trustee would ad- 
minister the trust at his or its principal 
place of business. This is especially so 
where a trust company is named. A ques- 
tion, however, arises where the trust 





company is or may be qualified to do 
business elsewhere. In the case of an in- 
dividual trustee, it is perhaps to be in- 
ferred that the settlor intended that the 
trust was to be administered at his prin- 
cipal place of business, but the inference 
is not so strong. Where several individ- 
ual trustees live in different states, such 
an inference cannot be drawn. In such 
cases, other factors may indicate what 
state is most closely connected with the 
trust, including the place where the trust 
assets were located at the time of the 
creation of the trust, the place where the 
trust instrument was executed, the domi- 
cil of the settlor, and conceivably the 
domicil of the beneficiaries. 


This rule — of close connection — is 
applied to determine questions of capac- 
ity, formal validity, and substantial 


validity. Is the scope of the rule thus 
stated too broad? 


It has been applied to questions of the 
rule against perpetuities, against the sus- 
pension of the power of alienation, 
against accumulations and other types of 
invalidity. It has been applied where the 
question is whether revocable inter vivos 
trusts are invalid as being in substance 
testamentary dispositions,® where the ef- 


3See Lewis v. Hanson, 128 A. 2d 819 (Del. 1957), 
aff’d on other grounds sub nom. Hanson v. Denckla, 
357 U.S. 235 (1958). 
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OF TIME 


70 years of proven fiduci- 
ary experience qualifies 
American Security .. . 
Washington’s largest and 
best known trust company 

as a wise choice for 
correspondents having 
trust problems in the Na- 
tion’s Capital. 
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fect of creating the revocable trust was 
to deprive the settlor’s widow of a dis- 
tributive share of his estate on his 
death,* where a power of appointment 
was exercised by will in favor of a char- 
ity and such a disposition was valid 
under the law of the state where the trust 
was administered, even though invalid 
under the law of the settlor’s domicil at 
death because made within a short time 
prior to his death.® 


Where two states are more or less 
closely connected with the trust, there is 
a tendency to hold that the trust is valid 
if it would be valid in either of the states. 
It may be inferred that the settlor in- 
tended that the trust should be governed 
by the law of the state which would up- 
hold the trust. It has been so held in the 
case of the rule against perpetuities. May 
it properly be so held in the case of other 
questions of validity? 


Validity of Trust Created by Will 


While in the case of an inter vivos 
trust, the domicil of the settlor is not a 
very important factor in determining the 
validity of the trust, the domicil of the 
testator is a factor of the greatest impor- 
tance where a trust is created by will. 
Two questions arise. The first relates to 
the validity of the will as a will. The 
second relates to the validity of the trust 
created by the will. 


If the will is invalid, the trust of 
course will fail. The validity of the will 
is governed, so far as movables are con- 
cerned, by the law of the state of the 
testator’s domicil at death. In Sec. 306 
of the original Restatement and of the 
revision, it is stated that the validity and 
effect of a will are determined by the 
law of the state where the testator is 
domiciled at the time of his death. The 
law of the domicil determines whether: 


(a) the testator has capacity to 
make a will 

(b) he has complied with the for- 
malities required by the Statute of 
Wills of the state of his domicil, al- 
though in many states it is provided 
that a will is valid also if it complies 
with the formalities of the state in 
which the testator domiciled at the 
time of the execution of the will or 
in which it was executed 


(c) the will is invalid for fraud, 
duress, undue influence or mistake 

(d) the will has been revoked 

(e) a provision is valid which 


pours over property into an existing 
inter vivos trust, the terms of which 
are not stated in the will 


(f) the will is effective as against 


4National Shawmut Bank v. Cumming, 325 Mass. 
457, 91 N.E. 2d 337 (1950). 

5Matter of Pratt, 5 A.D. 2d 501, 172 N.Y.S. 2d 965 
(1958). 


the claim of the widow of the testat:- 
to a distributive share of his estat 


(g) a disposition for charitale 
purposes is invalid as to the wide v 
and near relatives of the testator, | »- 
cause of a statute providing that }o- 
quests for charity are invalid if te 
will is executed within a short peri d 
prior to the death of the testator, «yr 
invalid to the extent to which it ex<- 
ceeds a certain proportion of his es- 
tate. 


Accordingly, it is provided in the re- 
vision of Sec. 295 that the validity of a 
trust of interests in movables created by 
will is determined, as to matters that 
affect the validity of the will as a whole, 
by the law of the state of the testator’s 
domicil at death. 

The second question arises as to the 
validity of the trust in the will. 

In the original Restatement, Sec. 295, 
it is stated that “The validity of a trust 
of movables created by a will is deter- 
mined by the law of the testator’s domi- 
cil at the time of his death.” This state- 
ment seems to be too rigid and not in 
accordance with the present authorities. 
Accordingly, it is proposed to provide 
that “except where the trust is invalid 
under the strong public policy of the 
state of the testator’s domicil at death,” 
the validity of the trust provisions is 
determined “(i) by the local law of the 
state designated in the will as that of the 
governing law, provided that this state 
has a substantial connection with the 
trust, or (ii) if there is no such desig- 
nation or it is ineffective, by the local 
law of either the state of the testator’s 
domicil at death or of that where the 
trust is to be administered, whichever 
makes the trust valid.”® 

In the revision the law of the state of 
the testator’s domicil plays an important 
part, even though the testator designates 
the law of another state as controlling 
and even though the trust is to be admin- 
istered in another state. It is stated that 
the trust in such cases may be invalid 
because of a strong public policy of the 
state of the domicil invalidating the 
trust. It is pointed out in the comment 
that the fact that a trust does not comply 
with the local law of the state of domicil 
does not invalidate the trust in the ab- 
sence of a strong public policy of that 
state. Thus it has been held that the mere 
fact that the trust would violate the rule 
against perpetuities or accumulations or 
a rule requiring definiteness of benefici- 
aries or of the trust purposes under the 


(Continued on page 273) 


8As in the case of a trust created inter vivos, this 
is subject to a possible limitation where there is 4 
strong public policy in the state of the situs of any 
of the property at the death of the testator. See note 
2. 
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In the time it took you to “process” the baby last 
night...our night staff processed 4,000 cash items 


Even if you’re an old hand at this sort 
of thing, it probably takes you eight sleepy 
minutes to powder, pin, and pamper the baby 
back to sleep. 

During those eight minutes, our night 
staff processes some 4,000 cash items. We 
average 500 a minute. 

This means that many of the checks 
air-mailed to us in the afternoon are available 
funds by the following morning. 

Our correspondents from coast to coast 
fad this speed a very important advantage. 


Marcy 1960 


You and your customers will, too. 

We’ll be happy to send you full details, 
or have one of our people drop in at your 
office in person. Call us at STate 2-9000. 
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Lock Box H, Chicago 90 Member F. D. I. C. 
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How to Use Fractional Share 


MARITAL DEDUCTION GIFTS 


A. JAMES CASNER 


Weld Professor of Law, Harvard Law School 


FRACTIONAL SHARE ESTATE TAX MAR- 
A ital deduction gift is to be contrast- 
ed with a pecuniary estate tax marital 
deduction gift. The latter is a gift of a 
specified dollar amount, stated in dol- 
lars or determined by a formula,! and 
payable regardless of the fluctuation in 
value of the decedent’s property between 
the date of his death and the date of 
payment.” The former, whether the frac- 
tion is produced by the application of a 
formula or not, is a gift of the described 
fractional share of each item in the fund 
against which the described fraction is 
to be applied.® A fluctuation in the value 








From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 10, 1960. 

1An example of a non-formula pecuniary marital 
deduction gift is a bequest to the testator’s wife of 
“the sum of Fifty Thousand Dollars ($50,000) .” 

An example of a formula pecuniary marital de- 
duction gift is a bequest to the testator’s wife of: 

“An amount equal to the maximum estate tax 
marital deduction (allowable in determining the 
federal estate tax payable by reason of my death) 
diminished by the value for federal estate tax pur- 
poses of all items in my gross estate which qualify 
for said deduction and which pass or have passed to 
my said wife (the words ‘pass or have passed’ shall 
have the same meaning as such words shall have un- 
der the provisions of the Internal Revenue Code in 
effect at the time of my death) under other provis- 
ions of this will, by right of survivorship with re- 
spect to jointly-owned property, under settlement 
arrangements relating to life insurance proceeds, or 
otherwise than under this bequest. In making the 
computations necessary to determine such amount, 
the final determinations in the federal estate tax 
proceedings shall control.” 

*If the dollar amount is determined by a formula, 
a change in value of the decedent’s assets between 
the date of his death and one year after his death 
will affect the dollar amount payable if the alter- 
nate valuation date is selected under Section 2032 of 
the 1954 I.R.C. because the result produced by the 
formula depends on the value as determined for es- 
tate tax purposes of the items in the decedent’s 
gross estate. See generally on pecuniary marital de- 
duction gifts, Casner, Estate Planning — Case, 
Statutes, Text and Other Materials (2d Ed. 1956) 
and 1959 Supplement thereto, page 640. 

8An example of a non-formula fractional share 
marital deduction gift is a bequest and devise to the 
testator’s wife of “one-half (1%) of the residue of 
my estate.” 

An example of a formula fractional share marital 
deduction gift is a bequest and devise to the testa- 
tor’s wife of ‘“‘the following described fractional 
share of my residuary estate: 

“The numerator of the fraction shall be the maxi- 
mum estate tax marital deduction (allowable in 
determining the federal estate tax payable by reason 
of my death) minus the value for federal tax pur- 
poses of all items in my gross estate which qualify 
for said deduction and which pass or have passed to 
my said wife (the words ‘pass or have passed’ shall 
have the same meaning as such words shall have 
under the provisions of the Internal Revenue Code 
in effect at the time of my death) under other pro- 
visions of this will, by right of survivorship with re- 
spect to jointly-owned property, under settlement 
arrangements relating to life insurance proceeds, or 
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of such items subsequent to the dece- 
dent’s death and before distribution will 
obviously affect the worth of the frac- 
tional share.* 


If a pecuniary marital deduction gift 
is satisfied by a distribution in kind of 
property equal in value at the date of 
distribution to the specified dollar 
amount due, the tax consequences are 
the same as though the distributor sold 
the property and gave the distributee 
the cash resulting from the sale. If the 
property sold exceeded its basis, a tax- 
able gain would be realized by the dis- 
tributor.® No gain is realized, however, 
on distribution of a fractional share be- 
cause no right to any specified dollar 
amount is being satisfied. 


The distributee of the pecuniary gift 
is treated as purchasing for the amount 
of such gift the distributed property in 
determining her basis,® and she is not 


otherwise than under this bequest and devise (in 
computing the numerator, the values as finally de- 
termined in the federal estate tax proceedings shall 
control); and the denominator of the fraction shall 
be the value of my residuary estate, and to the ex- 
tent that items in my residuary estate are included 
in my gross estate the value at which they are in- 
cluded in my gross estate shall control in determin- 
ing the denominator, and to the extent they are not 
so included, their value at the time they would have 
been valued if they had been so included, shall con- 
trol in determining the denominator.”’ 

4If a formula-obtained fraction is used, the frac- 
tion obtained, if date-of-death values are used, will 
not be the same as the fraction obtained if the alter- 
nate valuation date is selected, when between the 
date of death and a year from the date of death the 
gross-estate items have changed in value. See note 
2 supra. 

5If the distributor is an executor, the gain is to 
the estate; and if the distributor is the trustee of an 
inter vivos trust, the gain is to the trust out of 
which the distribution is made. See Revenue Ruling 
56-270, 1956-1 C.B. 325 and Sec. 1.1014-4(a) (3) of 
the Regulations which bring out that the satisfac- 
tion of a pecuniary marital deduction gift may pro- 
duce a taxable gain and compare therewith Sec. 
1.663(a)-1(b) of the Regulations which points out 
that such a gift is not a gift of a specific sum of 
money for the purposes of Sec. 663(a) (1) of the 
1954 I.R.C. 

®The distributor should assign to each distributed 
item a value equal to its value at the date of distribu- 
tion and the total of such values should equal the 
amount of the pecuniary gift. 

If the dispositive instrument requires the distribu- 
tor to assign to each distributed item a value that 
corresponds to the basis of such item in the hands of 
the distributor, no taxable gain should be realized 
by the distributor when a distribution in kind is 
made to satisfy the pecuniary gift and the distribu- 
tee should take over the basis of the distributor. 
Such a provision may create another difficulty if it 
really means ‘that the distributor has full discretion 
to satisfy the pecuniary marital deduction gift by 


entitled to any benefit of the period the 
estate held the property in determining 
her holding period. The distributee of 
the fractional share gift takes over the 
basis of the distributor but her holding 
period will include the period the prop- 
erty has been held by the estate. 


Defining Fund Against Which 
Fraction is to be Applied 


A fractional share gift is not produced 
when the fund against which the frac- 
tion is to be applied is itself a fixed dol- 
lar amount. Likewise a gift of an amount 
equal to one-half of the husband’s ad- 
justed gross estate is a gift of a dollar 
amount because the ascertainment of the 
husband’s adjusted gross estate is the 
ascertainment of a fixed dollar amount.’ 

If the fractional share marital deduc- 
tion gift appears in a will, the residuary 
estate normally will be the fund against 
which the described fraction is to be 
applied. This means that there should be 
allocated to the marital deduction gift 
the described fractional share of each 
item in the residue. This allocation can- 
not be made until it is known what items 
initially will fall into the residue. 


The maximum possible residue would 
consist of all items disposed of by the 
will. If the will contains any specific 
bequests or devises, those items will 
come out and the residue as initially 
constituted will at least exclude them. 
The decedent could intend that the frac- 
tion is to be applied against the property 
disposed of by the will with no other ex- 
clusions and, if so, the marital gift 
should be allocated the described frac- 
tional share of each item in a residue 
so constituted. 


If the will contains some pecuniary 
legacies, the intention normally is that 


any one of a combination of distributions which dif- 
fer in their intrinsic worth as of the date of distri- 
bution. For a discussion of the possible difficulty, see 
Casner, Estate Planning, page 648. 

7Section 2056(c) (1) (2) (A) of the 1954 I-R.C. 
points out that (where community property is not 
involved) the adjusted gross estate of a decedent is 
computed by subtracting from the entire valu of 
the gross estate the aggregate amount of the deduc- 
tions allowed by Secs. 2053 and 2054. When such sub- 
traction is completed, a dollar amount is produced. 
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they are to be satisfied before the resi- 
due is constituted.* Thus until it is 
known what items disposed of by the 
wil are to be used to satisfy the pecuni- 
ary legacies, it will not be known pre- 
cisely what items initially will be found 
in the residue. In this situation, the ex- 
ecutor, because of his power to select 
the items to satisfy the legacies, has 
control over the items in the 
residue.® If the residue is defined as 
the items disposed of by the will minus 
specific bequests and devises and items 
used to pay pecuniary legacies, then 
when it is so constituted, the fractiona! 
share marital gift should be allocated 
the described portion of each item initi- 
ally in such residue. 

The residue against which the de- 
scribed fraction is to be applied may be 
further restricted by excluding the items 
disposed of by the will which are used 
up by the executor in the payment of 
funeral expenses, debts and expenses of 
administration. A further narrowing of 
what is meant by the residue is produced 
by also taking out the items liquidated 
to pay death taxes. Each narrowing of 
the definition of the residue results in 
an increase in the power of the executor 
to determine what items will initially 
fall into the residue to be allocated in 
accordance with the described fraction 
to the marital deduction gift.1° 

The executor, if given appropriate in- 
vestment powers, may make sales and 
reinvest the proceeds so that the specific 
items in the residue at the time the frac- 
tional share thereof is in fact distributed 
to the surviving spouse may change from 
what they were when the residue as de- 
fined was initially constituted. If such is 
the case, the items in the residue at the 
time of distribution should be traced 
back to the items in the residue when it 
was initially constituted to determine the 
proper proportion of each distributable 
item that should be distributed to the 
marital deduction gift. 

Suppose that the surviving spouse is 
given one-half of the residue and the 
residue against which such fraction is to 


some 


8An example of a case where the testator would 
intend that the residue is to be constituted before 
the pecuniary legacies are satisfied is one where the 
will gives the testator’s wife one-half of the residue 
and directs that out of the other one-half the sum 
of $10,000 is to be paid to A and the sum of $15,000 
is to be paid to B. 

*The testator could specify the order in which 
Property in his estate is to be liquidated to pay 
Pecuniary legacies (and other estate obligations) 
and thereby affect the executor’s power to determine 
what items will come to rest initially in the residue, 
but such specification is not recommended because 
conditions existing at the time legacies are to be 
paid should determine what estate assets should be 
used to pay the legacies rather than some plan made 
years before by the testator. 


10Sce note 9, supra, however, which illustrates how 
the executor’s power may be curtailed. 
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be applied is defined as what is left after 
taking out specific bequests and devises 
and pecuniary legacies but before pay- 
ing funeral expenses, debts, expenses of 
administration and death taxes. Assume 
further that these latter payments are to 
be made out of the nonmarital one-half 
of the residue. The residue as initially 
constituted consists of 1,000 shares of 
the X corporation, 1,000 shares of the Y 
corporation and 1,000 shares of the Z 
corporation. The executor elects to liqui- 
date 400 shares of the X corporation to 
pay death costs and receives a_ net 
amount after taxes of $40,000. The death 
costs which he pays total $36,000. He 
decides for investment reasons to sell 
600 shares of the Y corporation and 
buys 100 shares of the A corporation 
with the net proceeds (the will author- 
izes such reinvestment) . 

On the date of distribution, the execu- 
tor has 600 shares of the X corporation, 
400 shares of the Y corporation, 1,000 
shares of the Z corporation, 100 shares 
of the A corporation and $4,000 in cash. 
He should allocate to the fractional 
share marital deduction gift 500 shares 
of the X corporation, 200 shares of the 
Y corporation, 500 shares of the Z cor- 
poration and 50 shares of the A corpora- 
tion. The 400 shares of the X corpora- 
tion were taken from the nonmarital 
share to pay death costs payable only out 
of the nonmarital share. Thus the orig- 
inal allocation to the marital portion of 
500 shares of the X corporation is not 
distributed and the $4,000 left from the 
liquidation of the shares in the X cor- 
poration remain in the nonmarital share. 
The 600 shares of the Y corporation sold 
for investment purposes, however, came 
equally from the marital and nonmarital 
shares, leaving their respective interests 
in the remaining 400 shares undisturbed, 
and the interest of the two shares in the 
A corporation stock is the same as the 
interest each gives up in the Y corpora- 
tion stock that is sold; that means, one- 
half of the A corporation stock is distrib- 
utable to each share. 

If the preceding illustration is changed 
only in that the residue against which 
the descriked fraction is to be applied is 
what is left after also paying funeral ex- 
penses, debts, expenses of administra- 
tion and death taxes, then the items in 
the residue as initially constituted would 
consist of 600 shares of the X corpora- 
tion, 1,000 shares of the Y corporation, 
1,000 shares of the Z corporation and 
$4,000 in cash. The fractional share 
marital deduction gift should receive 
one-half of each item on distribution.” 


Jf the items in the residue when it is initially 
constituted can only be changed as a result of sales 


If a non-formula fractional share 
marital deduction gift is to be employed 
(e.g., one-half of the residue) the 
amount of the available marital deduc- 
tion will vary, depending on how the 
residue is defined. We are assuming the 
marital share of the defined residue will 
not have to contribute to the payment of 
estate costs which are not taken care of 
before the residue is constituted. One- 
or purchases for investment reasons, the fractional 
share marital deduction gift should receive one-half 
of each item that is in fact distributable and no trac- 
ing problem should be presented because, in the ab- 
sence of some contrary manifestation of intent, the 
executor should be presumed to sell or purchase for 
investment purposes for all shares in the residue 
and thus the proportionate interest of each share of 


the residue in the items in the residue will not 
change as a result of sales or purchases. 
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half of the residue will be worth the least 
when the residue is to consist of what is 
left after eliminating all the items men- 
tioned above: specific bequests and items 
used to pay pecuniary legacies, funeral 
expenses, debts, expenses of administra- 
tion and death taxes, In this instance, 
the amount of the available marital de- 
duction will not be known until the death 
taxes are determined and the death taxes 
cannot be determined until the amount 
of the marital deduction is known. If this 
circle is to be avoided, the residue must 
be defined in a manner that permits it to 
be constituted before the death taxes are 
paid.'* 

If a formula fractional share marital 
deduction gift is made, the available 
marital deduction, unlike when the non- 
formula fractional share is used, will not 
vary in amount no matter how the resi- 
due against which the fraction is to be 
applied is defined. This is true because 
the denominator of the formula-obtained 
fraction should always be the value of 
the defined fund against which the frac- 
tion is to be applied and the numerator 
should remain unchanged no matter how 
the fund is defined so that the available 
marital deduction will always equal the 
numerator, 

For example, suppose that the num- 
erator of the formula-obtained fraction 
is $70,000 and the fund against which 
the fraction is to be applied is the resi- 
due determined before the payment of 
funeral expenses, debts, expenses of ad- 
ministration and death taxes. The value 
of such residue, based on estate tax val- 
ues, is $180,000. The formula-obtained 
fraction is $70,000/$180,000 and the al- 
lowable marital deduction is $70,000/ 
$180,000 x $180,000 or $70,000. 

If the preceding illustration is changed 
only in that the residue is determined 
after the payment of all death costs ex- 
cept death taxes and the value of such 
residue, based on estate tax values, is 
$160,000, the formula-obtained fraction 
is $70,000/$160,000 and the allowable 
marital deduction is $70,000/$160,000 
< $160,000 or $70,000. 

When the formula-obtained fraction is 
employed, no circle should exist even if 
the residue against which the fraction is 
to be applied is defined as what is left 
after paying all death costs, including 
taxes. Since the described fraction is a 
self-adjusting one designed to produce 
the maximum available marital deduc- 

120f course, if the residue is defined in a manner 
that permits it to be constituted bkefore the death 
taxes are paid and the marital share must then con- 
tribute to the payment of the tax bill, the available 
marital deduction will not be known until the death 
taxes are determined and the death taxes cannot be 


determined until the amount of the marital deduc- 
tion is known. 


tion, the death taxes should be deter 
mined initially on the assumption tha 


the maximum deduction will be avai! 
able.18 


The fractional share marital deduc- 
tion gift may be carved out of the fund 
in a revocable inter vivos trust estab 
lished by the husband. If funded during 
the husband’s lifetime and not augment 
ed on his death, the corpus of the trust 
as it exists at his death is the fund tha‘ 
corresponds to the residuary estate. [i 
payments arising as a result of the hus- 
band’s death are to be made out of this 
corpus, such as fixed dollar amounts 
comparable to a legacy or debts of the 
husband or taxes, then it must be speci- 
fied whether the described fraction that 
produces the marital deduction gift is to 
be applied against the corpus before or 
after such payments are taken out and 
the problems presented are identical with 
the problems considered in defining the 
residue. 


A funded trust may be augmented on 
the death of the husband. Thus life in- 
surance proceeds may be added to the 
trust and the husband’s will may pour 
property into it. The fractional share 
marital deduction gift may be carved out 
of the trust property as it existed before 
any such augmentations, with the prop- 
erty falling into the trust as a result of 
the husband’s death being added to the 
nonmarital share under the trust. If this 
is intended, the terms of the trust should 
clearly so define the fund against which 
the fraction is to be applied and should 
direct the trustee to add all additions to 
the trust, which come as a result of the 
husband’s death, to the nonmarital share. 
During the lifetime of the husband, care 
must be taken to keep the trust funded 
to an amount that will produce the de- 
sired result when the described fraction 
is applied against it to produce the mari- 
tal deduction gift. For example, if a 
formula-obtained fraction is employed, 
the corpus of the trust against which the 
fraction is to be applied must be kept up 
to an amount which exceeds the maxi- 
mum allowable marital deduction, less 
other gifts which qualify for the deduc- 
tion, or the numerator of the formula- 
obtained fraction will be larger than the 
denominator, 


If the revocable inter vivos trust is 
practically unfunded, as is the case when 
only a nominal amount is put in during 
the husband’s lifetime or when only in- 


(Continued on page 276) 


13If, however, the formula-obtained fraction is to 
be applied against a residue determined before death 
taxes are taken out and the marital share thus as- 
certained is required to contribute to the payment 
of the taxes, the circle is present. See note 12, supra. 
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well, trustees in New York State 
will finally be allowed the privilege of 
the Prudent-Man Rule.* This will be a 
long-awaited day, for we have been dis- 
appointed more than once in efforts to 
‘free ourselves of so-called legal invest- 
ments. We look forward happily to the 
day when we shall be free to manage our 
trusts as prudent men would. 

If we have been carried away by this 
vision of freedom, we have a sobering 
disappointment ahead. We shall be far 
from free to act as prudent men do to- 
day. As trustees, we shall still be tightly 
controlled by a strong legal network, 
some of which dates back more than a 
hundred years. We will be more like 
prisoners who have finally sawed 
through the bars of their cells, only to 
find themselves still within the prison 
walls. However, we won’t be alone, for 
we will find the trustees of other Pru- 
dent-Man states strolling contentedly in 
the prison yard outwardly unmindful of 
the fact that they really are not free. 


ge THIS YEAR, IF ALL GOES 


Investment Decisions Become 


Obsolete 


The legal framework within which 
trustees are confined delineates far more 
than their responsibilities and the rights 
of beneficiaries and remaindermen. An 
attempt has been made by the courts 
over the years to pronounce what invest- 
ment media and procedures are prudent 
and proper. These decisions have not al- 
ways reflected expert investment judg- 
ment, and have always been influenced 
by prevailing conditions. Right or 
wrong, they have invariably been subject 
to rapid obsolescence in changing econ- 
omy. 

We are in an unsound situation when 
trustees must break rules, cut corners, 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 8, 1960. 

*This measure was subsequently defeated on the 
floor of the New York State Assembly. 
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and risk surcharge to do what they be- 
lieve prudent. I have not merely grown 
restive under the yoke of regulation and 
accountability. What worries me is that 
experienced and capable trustees are un- 
necessarily deterred from doing the best 
investment job they know how to do. 

Under the rules of the trust game as 
we now play it, these legal safeguards 
are wisely imposed by the courts. But it 
is within our power, collectively, to 
change the way we play and to make it 
unnecessary for courts to limit our in- 
vestment activities to a few elementary 
steps. 

We should give more thought than we 
do to the handicaps under which we 
function as trustees, and to the obsoles- 
cence which creeps into all decisions 
which concern investment activities. This 
problem is urgent now for these three 
reasons: 

1. Trust investment procedures 
which conform to every rule prove 
out-of-date and inadequate under pre- 
vailing conditions. 

2. Our competitive position as man- 
agers of wealth has been weakened; 
and others are entering our field pre- 
pared to do a more effective job. 

8. This unsatisfactory situation 
need not continue if we are willing 
to face up to the underlying fallacy 
which causes it. 

Let us think about the shortcomings of 
a trustee, even when blessed with the 
Prudent-Man Rule. Prudent men today 
are obsessed by two problems — avoid- 
ance of taxes and protection of assets 
against inflation. Trustees deal effective- 
ly with neither. 


Avoidance of Taxes 


Taxes can erode a fortune more cer- 
tainly and more rapidly than any other 
factor. Yet, to this day it is not the duty 
of a trustee to avoid payment of taxes, 
and many prudent steps he should take 
for this purpose are not acceptable to the 
courts. 







To be sure, many of us in a gingerly 


manner, have been switching tax-exempt ‘ 


bonds at a loss to offset capital gains. 
Of course, like good trustmen, we have 
been meticulously careful to match cou- 
pons, yields, price, and maturity as well 
as quality. But steps taken by expert in- 
vestment managers, such as writing up 
blocks of stocks, writing down other 
holdings, switching from one corporate 
bond to another, offsetting losses in a 
bond portfolio by profits in the stock list 
— these we generally believe we cannot 
do. 

The simple reason is that avoidance of 
taxes is not an acceptable reason for es- 
tablishing losses. We are not allowed to 
argue in court that a loss in stock A was 
made up by a subsequent profit in stock 
B. Undoubtedly, this blind spot in the 
law traces back to the fact that case law 
relative to trustee investment conduct be- 
gan to accumulate long before income 
taxes were invented. 


Preservation of Purchasing Power 


Trustees who try to offset inflation 
and declining dollar purchasing power 
must give some other reason for what 
they are doing. The law is clear — it is 
not the duty of a trustee to increase the 
market value of a trust. It is not accept- 
able to explain that you bought a com- 
mon stock because you hoped and be- 
lieved that it would increase in value. 
The court held in 1869 that trustees must 
not undertake the “hazard of adven- 
tures” in the hope of growing rich. How 
could the court have foreseen the time 
when preservation of principal would be 
equivalent to growing poor! 

There is nothing in the law — yet — 
about inflation. Perhaps by 1980, when 


we account for investments we are mak- 4 
-ing today, it will be recognized that in- 


flation was a new hazard, justifying in- 
vestment action not previously consid- 
ered proper. 
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Two years ago at this Conference, 
Bascom Torrance demonstrated that 
growth stocks are not always satisfac- 
tory investments and inflation hedges. 
Today may well be one of those times 
when such stocks should be sold and 
high-yelding bonds bought in their 
stead, thereby bringing purchasing pow- 
er of the beneficiary up-to-date. How- 
ever, there have been many opportuni- 
ties in the past 15 years, and there will 
be again, to increase the principal of a 
trust. It is regrettable that so many trus- 
tees, lacking clear precedent and legal 
encouragement, have debated their way 
clear through this period when decisive 
action would have afforded a really ef- 
fective hedge. 


Diversification 


One of the greatest handicaps to pru- 
dent trust investment procedure is in- 
ability of trustees to present both sides 
of a transaction in justifying sale or 
purchase. Insistence by the courts that 
each transaction stand on its own feet is 
inconsistent with good investment prin- 
ciples and practices. It penalizes diversi- 
fication, the basic principle of which is 
that gains will offset an occasional in- 
evitable loss. 

If a trustee diversifies in 20 stocks and 
shows 19 profits and 1 loss, he may be 
surcharged. This doesn’t make sense! If 
he were really cynical, he might decide 
to buy only 4 or 5 stocks, keep a volum- 
inous record on them, and run only 5 
chances of being surcharged. 

You may think this not a vitally im- 
portant point but the law is unfair and 
unbusinesslike and trustees do a poorer 
job because of it. 


Selectivity 


When a prudent man finds that he has 
made a poor investment in a common 
stock, he is quick to change it. These are 
times in which great selectivity is neces- 
sary in purchase of equities. A portfolio 
should consist only of best situated is- 
sues under rapidly changing conditions. 
Stocks which have lost their attractive- 
ness should be weeded out. 

Trustees are very poor weeders. When 
a stock goes down, they are prone to 
hang on, for the loss cannot legally be 
made up in any other issue. A trustee 
cannot explain to the court that he sold 
one stock at a loss because he thought 
another one offered better recovery pros- 
pects. Yet this is routine procedure for 
the expert investment manager. 


Buying Stocks 
for Income 


Many years ago the courts held that a 
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trustee must buy stocks for income and 
not for appreciation. To meet this re- 
quirement, we first had a rule-of-thumb 
that a stock had to yield more than a 
high grade corporate bond to qualify as 
en income-producing trust investment. 
Then of necessity we shifted to measur- 
ing a stock against government bond 
yields, because that gave us a little bet- 
ter selection. Finally we realized that in 
buying stocks for income we were sifting 
through the dregs of the market. 
Market conditions and investment re- 
quirements had changed since the time 
when a liberal dividend had been the 


criterion in appraising a common stock. 


Redemption of Series G Bonds 


It was disappointing and frustrating 
to discover, in New York State at least, 
that trustees could not redeem Series G 
Bonds prior to maturity without recover- 
ing the discount from the beneficiary. 
We sacrificed marketability to obtain a 
guaranteed redemption price. Yet, when 
the high grade bond market dropped far 
below that redemption scale, we were not 
allowed to cash in on our prudence. As a 
result, we and Series G Bonds both were 
unpopular with customers. 


All these difficulties emphasize how 
impossible it has proven to be to reduce 
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ON STOCK TRANSFER 
REQUIREMENTS 


Our 16-page Booklet Explains: 


What documentation is Now required 
under ““Vhe Uniform Act for Simplif- 


cation of Fiduciary Transfers.” 


How this Act, effective September 1, 1959 
and known as “Article 23-C”’ can elimi- 
nate many burdensome requirements 


by New York stock transfer agents. 


Attorneys, executors, administrators, trustees, 
guardians, conservators and corporation officials 


will find this booklet of special assistance. 
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BUSY 
TRUST 
OFFICERS 


are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven’t you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


If you would like to know more 
about our investment services and how 
they can help you, send for a copy of 
our brochure, ‘““Planned Investment for 
Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading-exchanges 


20 Broad Street, New York 5, N. Y. 
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to writing these matters of investment 
policy and prudence, without doing 
more harm than good. No one has ever 
written an entirely adequate book on in- 
vestments and all have been somewhat 
out-of-date before off the press. The 
same is true of legislation and judicial 
decisions. Laws regarding human rights 
may be imperishable, but there is a fatal 
obsolescence factor in legislation regard- 
ing investments. 

We beg our customers to leave restric- 
tive provisions out of wills because we 
know the best thinking of today will be 
out-of-date and probably costly within a 
decade. Yet, the entire trust industry is 
so accustomed to these legal procedures 
that we accept our handicaps as a part 
of life. Somehow we must make it un- 
necessary for the courts to attempt the 
impossible, as they have for the last cen- 
tury and a half, which is to specify right 
and wrong in investments in an ever 
changing economy. 


Not All Trustees Are Skillful 


A legislator or surrogate is deeply 
concerned about these difficulties, but his 
point of view will be different from 
yours. Surrogates will explain that their 
findings concern all trustees, not only 
banks and trust companies, and that not 
all trustees are capable investors. They 
will explain that legislation and the 
courts must guide the unqualified trus- 
tee and protect life tenants and remain- 
dermen from his incompetence. They 
will make the point, and quite properly, 
that resourceful and aggressive manage- 
ment by an expert becomes wild specu- 
lation in hands of the novice trustee. 

If a stock were allowed to offset an- 
other loss, they point out that an irre- 
sponsible trustee might count on one 
lucky speculation to bail out a succes- 
sion of negligent losses. Nor can they 
accept from such a man the glib explana- 
tion that losses were incurred for tax 
purposes. Wherever fully qualified trus- 
tees turn in their campaign for business- 
like freedom, the shadow of the novice 
trustee follows. 


Trust Investments Made Easy 


Ours is the original “do it yourself” 
business. We have never persuaded the 
public, nor any one for that matter, that 
investment management is something re- 
quiring expert training, experience and 
full-time attention. 

I mean no criticism of the many high- 
ly skillful individual trustees. There are 
in this country, however, an unknown 
number of trustees, many individual and 
some corporate, who are completely un- 
skilled, inexperienced, and unqualified 


for the responsibilities they have 4s. 


sumed. Whether many or few, so long as | 


the possibility exists that a financi: lly 
uneducated housewife may be a trus.ee, 
law makers and courts have no chcice 
but to be mindful of this possibilty, 
There is no law against incompetence 
among trustees, and we must all be |.m- 
ited in our discretion because some ti is- 
tees might abuse the privilege of com- 
plete freedom. 

Under the rules of the game now, our 
pace must be that of the slowest trustee 
on the field. Our investment privileges 
and practices as trustee are more out-of- 
date and less adequate than ever before. 
Much trust law was written before the 
Federal Reserve System was established, 
before income taxes were devised, before 


government debt soared into the billions. ° 


Trustees Losing Ground 
Competitively 

In a study of all financial institutions 
by the Federal Reserve Bank of Philadel- 
phia, it was revealed that the share of 
the nation’s assets held by personal trust 
departments, expressed as a percentage 
of the whole, has been declining for 20 
years. At the same time, other institu- 
tions, including insurance companies 
and mutual funds, have been increasing 
their percentage. Now insurance compa- 
nies are beginning to offer variable an- 
nuities with the avowed purpose of com- 
batting inflation. Mutual funds have 
been established for growth, and some 
have even been designed to avoid pro- 
duction of current income. Neither of 
these media offers the advantages of 
trust investments, but both competitors 
are alert to prevailing problems. 

We should never forget that we have 
to sell trust services. We have no mon- 
opoly on management of wealth, and our 
product may become uncompetitive and 
some day unsaleable. If we do not rid 
ourselves of our hobbies and handicaps, 
others may offer something better than 
our kind of underprivileged prudence. 

Our problem cannot be solved by at- 
tempting to obtain special privileges for 
corporate trustees. This would be grossly 
unfair to many highly qualified individ- 
uals. Many law firms, for example, are 
staffed and equipped to do an excellent 
job in investments. It is, of course not 
feasible for banks and trust companies 
to have a law to themselves. 


Unlimited Discretion for 
Qualified Trustees 


What we must do is separate begin- 











ners from experts, the incompetent from } 


the competent, the unqualified from the 
qualified trustees. It would be entirely 
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logical to insist that a man or a bank be 
capable of assuming responsibility for a 
trusi before being granted unlimited dis- 
cretion. 

The requirement that trustees be qual- 
ified would not be unprecedented. Doc- 
tors must attend medical school, lawyers 
must attend law school and pass bar ex- 
aminations and certified public accoun- 
tants have been thoroughly tested before 
gaining their CPA. Even a plumber must 
be qualified to work on the sanitary sys- 
tem in your home. Surely trustees have 
as much influence over the well-being of 
their customers and as much opportun- 
ity for good or terrible harm. 

If a trustee were to qualify for his 
responsibilities, he needs a basic under- 
standing of investments, a working 
knowledge of taxes, and some continuing 
source of information on these subjects. 
To meet these standards, he would not 
have to be an expert by any means, but 
have only a basic knowledge and a mini- 
mum flow of information. This is not a 
novel suggestion, for it is far less than 
we demand of others responsible for the 
public health and welfare. 

I have no thought that a testator 
should be prevented from naming an un- 
qualified trustee. He would have a way 
of knowing whether or not his trustee 
was qualified, however; and he would 
know that discretion allowed an unquali- 
fied trustee was limited. 


No Monopoly for Banks and 
Trust Companies 


I know it will be charged that this is 
merely a way to obtain the whole trust 
field for banks and trust companies to 
the exclusion of individuals. That is by 
no means the true intent. This proposal 
would be unattainable, and politically 
unthinkable, if it appeared to be an ef- 
fort by banks and trust companies to 
monopolize the trust field. To assure the 
authorities of our good intentions, we 
must add this provision: that trust pow- 
ers be withheld from any bank unable to 
qualify at least one of its trustmen. 


How this would affect banks in the 
trust field I do not know, for it would 
depend upon the agreed standards for 
qualification. However, I do believe, in 
the light of studies made in New York 
State in anticipation of Bank Fiduciary 
Fund, that there is a minimum level of 
ability below which a bank should not 
exercise trust powers. Only if we qualify 
ourselves, while others must be qualified, 
will this long-awaited freedom be attain- 


able. 


I propose that we should establish the 
title of “Qualified Trustee.” This would 
be a joint undertaking by legislators, bar 
associations, and corporate fiduciaries. I 
do not underestimate the task. However, 
anything fundamentally sound and 
urgently needed will inevitably be done, 


and there is an element of inevitability 
in this change in the rules of the game. 

Having accomplished this, it would at 
least be feasible to ask for legislation 
giving greater freedom to Qualified 
Trustees and relief from accumulated 
legal handicaps. I believe that in future 
accountings the court would allow great- 
er latitude to Qualified Trustees, for they 
would know they were not setting dan- 
gerous precedents for the unqualified 
and incompetent. Until we achieve this 
goal, financial management of our trusts 
will be something less than the best of 
which we are capable. 


Not an Inch — But a Mile 


As matters now stand, our investment 
product is condemned to mediocrity, be- 
cause our best efforts calls for more skill 
and experience than a novice trustee can 
muster. This fundamental weakness in 
the trust field will persist until trustees 
are required to prepare and qualify 
themselves for the responsibilities they 
assume. 

In the meanwhile, we shall gain little 
by amending the law, and by attaining 
over the years a bit more latitude in the 
narrow area of discretion allowed us. 
There is a better course. We need not be 
content to play forever under a set of 
rules whereby uninhibited prudence, 
modern prudence, farsighted prudence 
will still be prosecuted. 
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Refining crude oil in a petroleum plant 
calls for extremely high temperatures, 
precisely controlled. Eagle-Picher 
supplies a complete line of industrial 
insulations including pipe coverings, 
blankets, felts, precision-finished 
blocks, cements and protective coat- 





ings to achieve maximum thermal con- 
trol from sub-zero to 2,300 F. 








Frits, the basic material of porcelain enamel, are among Eagle-Picher 
products. Because of resistance to abrasion, chemicals, moisture, dust, heat, 
cold, weather and wear, porcelain enamel continues to widen its already 
broad scope of application. You will find it not only on customary appliances 
and utensils but also protecting a long list of less obvious products such as 
brake drums, escalator risers and jet engine liners. 


‘“Phenopreg”’ plastic impregnated materials and parts span the field from 
bow and arrow shafts to the nose cones of guided missiles. Applications of 
these Eagle-Picher plastic impregnates include such varied items as fishing 
rods, printed circuit panels for radio and television sets, small boat hu'!s, 
grinding wheel reinforcements and aircraft wiring, ducts and housinas. 
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Eagle-Picher is by growth, structure and 
intent a ‘““manufacturer’s manufacturer.”’ 
It is versatile, competent and flexible. The 
Company’s importance to the economy 
depends upon the uses to which other 
manufacturers put its products. 


? “Strength through planned diversifica- 
tion’? is no mere catch phrase. It is a 
carefully considered philosophy. 





continuing efforts to bring greater bene- 
fits to a broader cross-section of leading 
manufacturers. 


y [ And it is an essential part of Eagle-Picher’s 








Zinc galvanizing forms an effective barrier to rust and 
finds extensive use on farm and highway, in the factory 








on and around the home. Eagle-Picher is engaged in 

- mining and smelting and is a prime source of zinc , 

a ike manufacturers producing golvenixed products Rubber floor mats are among the many products supplied to 

. the automotive industry. Other typical molded and extruded 

rubber parts include engine mounts, weather strips, tubing 

and accelerator and brake pedal pads. Eagle-Picher also 

Increased use of electrical equipment calls for auto- has the world’s first fully-automated rubber molding opera- 

: motive batteries with greater capacity and longer, tion. In this versatile operation, up to 200,000 miniature 

. “ parts a day per machine are turned out. These parts, with 

é more dependable life. Sharing in the research that plus or minus tolerances of 0.002 of an inch, include such 

| produces such batteries is Eagle-Picher, a major pro- items as detonator plugs, washers, tack bumpers and shock 
ducer of better lead oxides for storage batteries. absorber seals. 
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INVESTMENT ENVIRONMENT IN THE 1960's 


Golden Decade - or Frustration? 


DR. MARCUS NADLER 


Professor of Finance, New York University, New York City 


CCNOMISTS AND SECURITY ANALYSTS 

have made glowing forecasts for 
the present decade but these are inter- 
esting only as signs of the human im- 
agination’s desire to pierce the clouds of 
the future. This, however, does not mean 
that appraisal of the future is valueless. 
One should consider the forces that will 
operate in the economy, analyze their 
possible effects on business activity and 
investment values, point to certain mark- 
ers on the road and endeavor to inter- 
pret them as accurately as possible. 


Investment in the 1950's 


The last decade was marked by a 
strong upward trend of short and long- 
term interest rates and a corresponding 
decline in bond prices with the equity 
market reaching levels not seen since the 
late 1920’s. Although bond and equity 
prices fluctuated materially, the general 
trend was obvious and persistent. The 
decade was marked by strong inflation- 
ary pressures. Wholesale and _ retail 
prices rose and purchasing power of th: 
dollar measured by the consumer index 
decreased 25%. This was largely respon- 
sible for the divergent movement of 
bond and equity prices and contributed 
to the shift of pension and trust funds 
from bonds to equities and led as well 
to growth of mutual funds. 

Whether or not the same trend in 
bond and equity prices will continue will 
depend to a large extent on whether eco- 
nomic growth will be as rapid as or 
more rapid than in the past and particu- 
larly whether inflation will continue. If 
the latter, then investment policy for the 
immediate future, irrespective of inter- 
mittent swings, is indicated and protec- 
tion of purchasing power will become 
even more necessary than during recent 
years. However, if inflationary pressures 
continue, economic growth will be re- 
tarded, with a resultant sharp decline in 
business activity accompanied by consid- 
erable unemployment and decrease in 
equity prices. 


From address at Mid-Winter Trust Conference, 
New York, Feb. 8, 1960. 
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Population Growth 


At the end of 1969 population of the 
U. S. will be in the neighborhood of 
215-million, compared with about 180- 
million at the end of 1959. This growth 
has both favorable and unfavorable in- 
flationary and deflationary aspects. By 
then those 65 years and older will be 
4-million larger than at present and will 
continue to be consumers but not pro- 
ducers. 

The number of children under 18 is 
estimated to increase by 14-million, most 
of them nonproducers. The rapid in- 
crease of school-age youngsters will ac- 
centuate demand for schools, play- 
grounds, and other facilities which will 
place a heavy financial burden on state 
and local governments. It is doubtful 
whether they alone will be able to meet 
these financial needs and greater pres- 
sure for assistance will be placed on the 
Federal Government. Taxes to pay edu- 
cation costs will have to be spread and 
many new indirect taxes levied. 

Migration from the South to indus- 
trial sections will continue which will 
create economic and social problems. In 
the second half of the decade, family 
formation will increase rapidly with de- 
mand for housing strong. 

These developments indicate a strong 
demand for capital and a large supply 
of bonds and mortgages from increased 





Robert G. Howard, right, secretary of the 

Trust Division, presents testimonial to Dr. 

Marcus Nadler, making him the first honor- 

ary member of the Division, in recognition 

of the 12 years he has addressed its Mid-Win- 
ter Conference. 


need for housing and rehabilitation of 
urban centers, to finance construction of 
schools and public works; and from util. 
ities to meet power requirements of a 
growing population with rising living 
standards. These factors will contribute 


to economic growth but they also accen.- : 


tuate inflationary pressures. 

As against these pressures, it has been 
estimated that the age group 18 to 64 
will increase by 15-million which will 
create keen job competition. This will 
be further aggravated by management’s 
effort to cut labor costs through labor- 


saving devices. Increase in the labor | 


2 


force, introduction of new devices in | 


manufacturing and service industries 
should halt inflationary pressures gene- 
rated by cost push factors. 

Demand for machinery and equip- 
ment will be strong creating capital de- 
mand from business concerns of which 
a large percentage will be obtained in- 
ternally. However, a considerable 
amount of open market financing or 
private placement by corporations can 
be expected; whether through stocks or 
bonds will depend on whether the cor- 
porate tax is reduced. 

It is therefore clear that population 
growth will stimulate the economy and 
at the same time generate inflationary 
and deflationary pressures. It remains 
to be seen whether purchasing power 
will remain stable or continue to decline. 


Research 


It has been estimated that last year 
the U. S. spent more than $8-billion on 
research, and the trend will continue 
upward. Research will create demand 
for new capital to exploit new inventions 
and processes and a demand for mate- 
rial and labor. However, while research 
creates new products, it destroys the 
value of old ones and intensifies compe- 
tition. It leads to new methods of pro- 
duction and to invention of labor-saving 
devices affecting demand for labor. 
Great changes will take place in sources 
of power through development of lec: 
tronics and the chemical industry will 
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create products now only a gleam in 
the scientists’ eyes. 

Creation of new values and destruc- 
tion of old ones create serious problems 
for the investment officer who must en- 
deavor to ascertain the impact of these 
developments on the economy as a whole 
and on individual industries and how 
they will affect investment values. In- 
vestment favorites will change and what 
appears today a sound growth stock or 
an excellent hedge against inflation may 
not be one in the future. Constant 
changes from research have imposed 
new responsibility on the investment 
officer, and many institutions now em- 
ploy scientists to advise them of pos- 
sible impact of an invention on the value 
of securities of older industries. 


International Scene 


International economic developments 
will also play an important role in shap- 
ing the economic and investment climate. 
During the ’50’s, the U. S. spent huge 
sums to rehabilitate the war-torn econo- 
mies of foreign industrial nations which 
has raised their productive capacity to 
greater heights than ever before and 
the economies of the western countries 
of Europe have been successfully coordi- 
nated. By the end of the decade, the 
Common Market may operate as an eco- 
nomic and political unit. Great efforts 
will be made to coordinate economic 
policies of the Common Market with the 
Free Trade Area. 

In either case, the U. S. will deal with 
larger economic units in Europe and 
possibly elsewhere than before. Compe- 
tition from abroad will increase. The 
industrial nations of the world are op- 
erating with modern equipment and 
also, because of creation of larger eco- 
nomic units, will be able to engage in 
mass production and distribution. Since 
wages in the U. S. are likely to remain 
higher than in other industrial nations, 
one may expect even keener competition. 
This in itself will be a strong anti-infla- 
tionary force throughout the free world. 

The leading industrial nations of 
Europe have restored free convertibility 
of currencies; this means _ reestablish- 
ment of the international money market 
and portends that flow of funds will in 
the future be guided by interest rates. 
Since short term dollar assets owned 
here by foreigners is large and at least 
a portion can readily be converted into 
gold, this imposes new fiscal and mone- 
tary discipline on the U. S. 

Unless the Administration and Con- 
gress combat prevalent inflationary pres- 
sures, American goods will become less 


Marcu 1960 


and less competitive abroad, which in 
the long run will lead to decreased ex- 
ports, increased imports, and unemploy- 
ment. Unlike in the ’20’s, the U. S. to- 
day is not in a position to raise tariffs, 
which action would only lead to retalia- 
tory measures and would undermine our 
economic and political leadership in the 
free world. Instead of increases, one 
may expect a lowering of tariffs. Forma- 
tion of larger economic units in Western 
Europe will cause continued outflow of 
capital because American firms will de- 
sire to take advantage of the widened 
market and lower production costs and 
investors to participate in the growing 
profits of European corporations. 

The Soviet Union and satellites are 
also likely to play a more impor‘ant 
economic role than during the ’50’s. 
Their productive capacity is growing; 
and since production costs are of much 
less importance there than in free na- 
tions, they can and will compete more 
aggressively in world markets. 

These developments on the whole are 
sound and desirable and will check world 
inflationary pressures. Relative price 
stability and efforts of industrial nations 
to increase production and living stan- 
dards in economically retarded areas 
will contribute materially to the eco- 


nomic growth of all participating na- 
tions. This will contribute to the growth 
and profits of a number of American in- 
dustries and will be reflected in prices 
of their equities. 

It is quite possible that the next ten 
years will witness a considerable reduc- 
tion in defense expenditures, with effects 
as follows: a decrease will reduce output 
of certian goods with adverse effect on 
activity where defense industries are 
concentrated. Earnings and investment 
values of these equities will be affected 
but reduction in defense expenditures 
will enable government to reduce taxes 
and increase expenditures on nonde- 
fense items. Reduction in corporate and 
individual income taxes would have fa- 
vorable.effect on net earnings of corpo- 
rations and would generate funds for 
purchase of bonds and stocks. It would 
also make it more desirable for corpo- 
rations to finance capital requirements 
through sale of equities and would make 
tax-exempt obligations less attractive to 
individuals in high-income brackets. 
While disarmament would initially have 
a temporarily adverse effect, it would in 
the long run lay the foundation for a 
more rapid expansion of production and 
distribution at home and abroad with a 
favorable investment climate. 
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DISTRIBUTION 


Public or private placement of large blocks of securities. 


APPRAISAL 


Evaluation of holdings in closely held corporations 
whose securities do not enjoy an active market. 


If you are facing either of these problems 
you are cordially invited to call or write 


WHITE, WELD & Co. 


Members New York Stock Exchange and other 
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201 

















Interest Rates 
The decade ahead will be marked by 


relatively high interest rates. Demand 
for capital will be strong; ability of the 
banks to. expand investments will be 
limited; and a return to money market 
conditions that prevailed prior to the 
March 1951 accord or during the reces- 
sion years 1953-54 and 1957-58 is not 
likely, due primarily to the changed in- 
ternational position of the dollar and to 
restoration of the international money 
market. From now on, money rates, no- 
tably short term, will be determined not 
only by domestic business activity but 
by money market conditions in the 
world’s leading industrial countries. 


The cost of long term money and 
availability of capital for bonds and 
mortgages will depend on whether in- 
flationary pressures persist and whether 
fiscal discipline is practiced. If inflation- 
ary pressures are curbed and the federal 
budget is balanced or shows a surplus. 
it will lead to more even economic 
growth; capital for all legitimate pur- 
poses will be available; and interest 
rates on the whole should not be higher 
than at the beginning of 1960. A sub- 


stantial budget surplus will have a favor- 
able effect on the capital market, par- 
ticularly if used to retire debt held by 
noncommercial bank investors. In that 
case, the supply of investment funds will 
increase with favorable effect on bond 
prices and lower interest rates. If infla- 
tionary pressures are curbed, it will in- 
duce institutional investors including 
trust companies to follow a balanced in- 
vestment policy. Bond prices there will 
remain firm, and prices of equities will 
reflect economic growth as well as in- 
creased profits of some industries and 
corporations from research and rising 
product demand. If inflationary pres- 
sures persist, effects on the bond market 
will be adverse and the demand for 
fixed-income-bearing securities will de- 
crease. Desire to hedge against constant 
depreciation will become more _pro- 
nounced, and individuals and _institu- 
tional investors will shy away from se- 
curities adversely affected by the con- 
stant increase in the cost of goods and 
services. Under these circumstances, the 
Reserve will be compelled to follow a 
policy of restraint, availability of com- 
mercial bank credit will be reduced, and 
interest rates will continue to rise. In- 
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152ND DIVIDEND 


A quarterly dividend of $0.65 
per share in cash has been 
declared on the Common 
Stock of C. I. T. Frvancrau 
CorporaTION, payable April 
1, 1960, to stockholders of 
record at the close of business 
March 10, 1960. The transfer 
books will not close. Checks 
will be mailed. 

C, JoHN KuHN, 


Treasurer 
February 25, 1960. 

















DIVIDEND NOTICE 





Utility service by tax-paying, 
publicly-regulated companies 
made this dividend. possible. 


February 16, 1960 


SERVING THE MIDDLE SOUTH 


Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 


MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 25¢ per share on 
the Common Stock (after the 2-for-1 
stock split in the form of a stock divi- 
dend approved by stockholders Febru- 
ary 15, 1960), payable April 1, 1960, 
to stockholders of record at the close 
of business March 17, 1960. 


D. J. WINFIELD 
Treasurer 
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flation distorts the flow of capital ani 
not always to the best interest of th 
economy. Initially, inflation stimulate: 
economic growth; this, however, is un- 
even and sooner or later leads to a de- 
cline in business activity, corporate 
profits and to unemployment. 


The Markers on the Road 


It is impossible to state with any de- 
gree of accuracy whether inflationary 
pressures will persist. If eliminated, in 
favorable investment environment trust 
companies and other investors will en- 
deavor to establish a sound balance be- 
tween bonds and equities. Great care 
will be required in selection of equities 
because research will create new values 
and destroy old ones. 

If inflationary pressures persist, in- 
vestments should be concentrated pri- 
marily in equities or in bonds which 
move with equity prices. However, in- 
flation cannot last long and will soon 
lead either to devaluation or a sharp 
decline in business activity. Under these 
circumstances, it is of importance not to 
overstay the equity market and not to 
work on the assumption that inflation 
can last forever. 

At the beginning of the decade the 
outlook is hopeful. Monetary discipline 
has been practiced in spite of great 
political opposition. Increase in prices 
has slowed down, and the steel settle- 
ment provides for the smallest increase 
in cost of production since the end of 
the war. The budget for the present fis- 
cal year seems to be balanced with a 
surplus of $4.2-billion envisaged for 
next year. People are beginning to real- 
ize that inflation is harmful to the econ- 
omy as well as many segments of the 
population. 

The new decade will offer great op- 
portunities and equally great challenges 
to the American government, manage- 
ment, and labor leaders. It could go 
down in history as the golden sixties 
or as the decade of frustration and dis- 
appointment. Omens at the beginning of 
the decade are favorable. There is a 
thaw in the cold war; a worldwide re- 
vulsion against the ravages of inflation; 
the importance of monetary and fiscal 
controls is becoming more recognized; 
trade and payment restrictions are be- 
ing gradually eliminated; the productive 
capacity of the world is rising; and once 
the pressing need to spend untold bil- 
lions of dollars on defense is diminished, 
much more could be done for less for- 
tunate nations. If these trends continue, 
the investment environment of the six- 
ties will be favorable. 


TRUSTS AND ESTATES 
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Securities Markets 
to suit every need 
of Institutional 
Investors 


The 


FIRST BOSTON 
CORPORATION 


15 Broap St. + NEW YORK 5 «+ DiIcsy 4-1515 


Boston PITTSBURGH CHICAGO PHILADELPHIA 


Securities of the United States 
Government and its Agencies 


State, Municipal, Revenue and Housing 
Securities 


Bonds, Preferred and Common Stocks 
of Industrial, Public Utility and 
Railroad Corporations 


Bank Stocks 


Casualty, Fire and Life Insurance 
Company Stocks 
i San FRANCISCO CLEVELAND 


Underwriter og istritutor Dealer 
In vestment Securities 


Bankers’ Acceptances 


Securities of the International Bank for 
Reconstruction and Development 


Canadian Securities 


External Dollar Securities 
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FINANCE 
COMPANIES 


Wholesale Financing 
Instalment Financing 
Commercial Financing 


Equipment Financing 
and Leasing 


Fleet Lease Financing 
Rediscounting 
Personal Loans 
Factoring 



























INSURANCE 
COMPANIES 
Automobile Insurance 
Credit Insurance 
Health Insurance 

Life Insurance 


MANUFACTURING 
COMPANIES 

Pork Products 
Metal Products 


Heavy Machinery 
and Castings 


Malleable, Gray Iron and 
Brass Pipe Fittings 


Metal Specialties 


Roller and Ball Bearing 
Equipment 


Machine Tools 

Toy Specialties 
Pyrotechnics 
Printing Machinery 
Valves 


CRE 





Highlights from the 48th Annual 








COMMERCIAL CREDIT COMPANY 


AND SUBSIDIARIES 


. 1959 


GROSS INCOME $ 182 805 970 


NET INCOME: 






Report 


1958 
$ 163 672 045 

















Net income before interest and discount charges____.._..........-...-- $ 106965640 $ 90 980 103 
iinerent ana Giscount Chamges... ==... ss ccc cccncconccce 56 017 125 42 732 824 
Net income from current operations, before taxes__...........-.--.--- $ 50948515 $ 48 247 279 
United States and Canadian income taxes_...............---.------ 23 087 649 21 444 888 
Net income credited to earned surplus._._............-..---.-------- $ 27 860 866 §=$ 26 802 391 
Net income per share on common stock...............-.------------ $5 48 $5 29 
Common shares outstanding at end of period______........-..-.-_..- 5 082 513 5 066 255 
RESERVES: 
Reserve for losses on receivables_................-.---------------- $ 21907729 $ 18 617 824 
Unearned income on instalment receivables__.................------- 106 995 879 79 137 245 
Unearned premiums—Insurance Companies__...................----- 33 673 708 27 954 932 
Available for credit to future operations....................---..-- $ 162 577 316 §=$ 125 710 001 | 001 
Operations shown separately are, briefly: 
FINANCE COMPANIES: 
Gross Receivables acquired: 
OE cl Ee ey ey Seer See $ 756 681 643 $ 553 129 161 
Farm equipment, mobile homes 
SSD RES eS sae arate ee ee ee 291 485 431 205 271 573 
PE Siear reenter eee ee 216 384 173 154 641 630 
eer 0k AU ales ts i se a 8 2 ot 1 315 331 558 904 515 368 
Open accounts, leases, other wholesale 
notes, mortgages and factoring receivables__..................-._.- 1 601 390 684 1 406 929 123 
Total. recewabies acquired... ................22.---.-..- $4 181 273 489 $3 224 486 855 
Total receivables outstanding December 31_..........-.--..---------- $17 720 834 ; 360 $1 338 455 714 
Net income of Finance Companies..............----.--------------- 5. 14 670 375 $ 16 257 950 
INSURANCE COMPANIES: 
Written premiums, prior to reinsurance__.........................--- $ 33952 737 $§$ 27 727 167 
aN eet a gS 29 601 682 30 052 311 
Net income (including Cavalier Life 
2 A a as ae ee 9 763 635 7 906 844 
MANUFACTURING COMPANIES: 
I rg ce ok ee ae oe $ 126949092 $ 133 233 066 
2ST a RRS NO Ree ee ae a eee eo 3 426 856 2 637 597 


Finance and insurance services are offered by our subsidiaries in more 
than 700 offices throughout the United States and Canada. Nationally 
known products are manufactured by our subsidiaries in ten plant locations. 


Copies of our 48th Annual Report available upon request: 


COMMERCIAL CREDIT COMPANY Boltimore 2, Maryland 
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Way Bonps i a Trust Portrorio? 


Balanced Investment Still Sound Policy 


ARTHUR L. COBURN, Jr. 


Chairman, Trust Committee, Old Colony Trust Company, Boston 


HE CASE THAT MADE SO MUCH HIS- 
eh 130 years ago was Harvard Col- 
lege v. Amory. It essentially upheld the 
propriety of the trustee’s investment in 
common stocks that later suffered a loss 
of value. 

Interestingly enough, but much less 
publicized as the years have passed, the 
opinion in that case also stated: 


“Do what you will, the capital is 
at hazard. If the public funds are 
resorted to, what becomes of the 
capital when the credit of the govern- 
ment shall be so impaired as it was at 
the close of the last war?” 


Some will say that I have made the 
strongest possible case, with judicial 
blessing, for stocks and against bonds. 
What, they may ask, is he thinking of 
when talking on “Why Bonds in a Trust 
Portfolio?” 

I would not recommend that any trus- 
tee rely on the quoted passage as a case 
against bonds; and, despite the vicissi- 
tudes of time, it is the same government 
whose credit is sometimes discussed to- 
day. When asked if a deep-discount gov- 
ernment bond will ever recover, I feel 
like the farmer in the drought area when 
clouds appeared in the sky who replied, 
when asked if it was going to rain, “It 
always has.” Perhaps this is the case for 
bonds. 

By bonds I refer to fixed-income debt 
securities — including mortgages if you 
wish, which, since we are talking trust 
investments, are Aaa to A quality issues. 
These are the ones that are expected to, 
and usually do, pay interest and princi- 
pal punctually. I do not refer to con- 
vertibles or other equity type bonds. I 
fly in the face of those who go mainly 
for lower grades — most of which, of 
course, will prove money-good. As I told 
this Conference in another year, I pre- 
fer a quality average nearer Aa than A 
in bonds for trust portfolios. I shall to- 
day take for granted (1) that bonds held 
will have spaced maturities suitable to 
requirements of the individual trust; 
(2) that tax-exempts and/or taxable 


From 
A.B.A 


address at Mid-Winter Trust Conference, 
New York, Feb. 8, 1960. 
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bonds are held according to the mathe- 
matics and other considerations of each 
individual trust; and (3) that prudent 
diversification of risks is practiced. 


Investment Climate for Bonds 


Let us now return to the Prudent-Man 
Rule — to the words “in regard to the 
permanent disposition of their funds, 
considering the probable income, as well 
as the probable safety, of the capital to 
be invested.” 

First of all, “permanent disposition of 
their funds” means, I think you will 
agree, that a trustee should take the long 
view rather than the short. Many of us 
regret some investments which, with the 
benefit of hindsight, we think we would 
not have made if we had taken a suff- 
ciently long view. It is clear that as trus- 
tee we are to buy for investment, not for 
trading purposes. This does not mean 
that every bond bought will be held to 
maturity. Changing conditions call for 
repeated review of portfolios, which 
must necessarily result in sales and rein- 


vestments among bonds as well as among 
stocks. 

What inflation has done to fixed dol- 
lar income does not stir enthusiasm for 
bonds. As trustmen, however, we must 
face the situation realistically. As invest- 
ment men, we must look forward. 


Domestic Scene 


On the domestic scene, the fiscal pol- 
icy of the United States seems the most 
important consideration. I repeatedly 
ask “How long can the credit of the 
United States survive if we barely bal- 
ance the budget and retire virtually no 
debt at the peaks of booms and immedi- 
ately resort to deficit financing in peri- 
ods of minor economic setbacks?“ For 
this question I have no brief answer. I 
do, however, heartily agree with the con- 
clusions of Dr. James J. O'Leary of the 
Life Assurance Association of America 


in April of 1959: 


“Tt is my view that full employment, 
economic growth, and general price 
stability are vitally interdependent in 
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the longer run and that they must be 
pursued as a whole if we are to pre- 
serve our free economic society. We 
cannot afford to regard stability in 
the value of the dollar as a second- 
class objective to be easily abandoned 
in our efforts to maintain full employ- 
ment and vigorous economic growth. 
This is because a national policy of 
inflation — even creeping inflation — 
would in the longer run have destruc- 
tive consequences for growth and our 
domestic system of government. It 
would, moreover, lead us down the 
path of moral bankruptcy.” 


I share with Dr. O’Leary the concept 
that sustainable economic growth should 
be based upon voluntary saving of the 
people and business and industry, not 
upon tax-supported expansion or the 
forced saving induced by dishonest in- 
flation. 


The budgetary situation of 1959 made 
debt management by the Treasury far 
from easy. Average length of outstand- 
ing government bonds shortened. Inter- 
est of savings-type investors in long gov- 
ernments reached a pretty low level. An- 
other refunding has just passed without 
congressional action on removal of the 
414% interest limit on Treasury bonds 
of more than five-year term. On the 
other hand, the 1960 budget picture indi- 
cates that there will be a net reduction 


of the federal debt before June 30. 


The waters of debt management are 
muddied by repeated offerings of agency 
debt at advancing interest rates. There 
are climbing rates and discount prices 
on guaranteed and insured mortgages. 
Public Housing Authority bonds, de- 
scribed by some as “the nearest thing to 
Federal Government obligations,” but 
preferred over “governments” by some 
for their tax-exemption, complicate the 
situation. 

We see evidence in prices in some 
segments of the bond market that credit 
standing still has meaning. Many of us 
have fears that in high places there is too 
little realization of how sensitive the 
credit mechanism is. Meanwhile, the 
Treasury last year was fortunate that 
nonfinancial enterprise became sufficient- 
ly liquid — thanks to the early stages of 
profit recovery — to absorb a substan- 
tial amount of the deficit financing. On 
this point there have more recently been 
two schools of thought. One worries 
about the effect on the government mar- 
ket this year as corporations may wish 
to realize on short governments to ac- 
quire inventory, plant, and equipment. 
The other says that this will be no prob- 
lem, as corporation holdings of govern- 
ments are closely related to tax liabilities 
— and these liabilities are large — so 
the government holdings afford real 


i 
liquidity. The answer, I believe, lies 
somewhere between. The time may come | 
when a real government surplus will be 
needed because corporations want to 
withdraw in a major way, whatever their 
reason may be. 

A budgetary surplus, and even some 
debt retirement, must be vigorously 
sought. It should be clear to all that 
Savings Bonds galore may be redeemed 
if rates on government bonds rise stil] 
higher. 

We now have from President Eisen. 
hower the forecast of substantial budget. 
ary surplus for next fiscal year. He 
pleads for making a real start on debt 
reduction. Thus 1960 brings the hour of 
decision. 

From some recent political straws in 
the wind and from late indications of 
trends of consumption, I detect that the 
American public is pointing the way to 
better things to come for bondholders — 
that is, for the purchasing power of 
bond income. Just when the turn may 
come we cannot know. It could arrive ’ 
soon. Already, I believe, it is politically 
prudent to be financially responsible. | 
see here some reason “Why Bonds in a 
Trust Portfolio?” 


Foreign Scene 


Closely linked to our credit standing 





ne 


THE GREATEST RESOURCE 
OF ANY REGION IS ITS 
HUMAN RESOURCE. OUR 


AREA POSSESSES A LARGE, 





SKILLED AND VERSATILE WORK FORCE.2” 
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This quotation, from Detroit Edison’s Annual 
Report for 1959, sums up Michigan’s present 
economic leadership and points the way toward 
even greater pioneering in research, scientific 
development and utilization of skills for a 
promising future. It highlights, too, Detroit 
Edison’s endeavors to bring greater opportuni- 
ties to the people and communities it serves in 
Southeastern Michigan. 


The Annual Report also outlines many other 
phases of Detroit Edison’s continuing record of 
service to its million and a quarter customers. 
For example, total investment in the service area 
is over $1.1 billion and its electrical generating 
capacity has grown to 334 million kilowatts. 


Partners in. this electric enterprise are nearly 


106,000 Detroit Edison shareholders—70% of 
them in Michigan—who received dividends at 
the rate of $2.00 per share in 1959, and the Com- 
pany employes, who again achieved outstanding 
leadership in electric industry operations. 

The people in Michigan look to the future with 
confidence. Detroit Edison will continue to 
provide them with versatile electric energy and 
industrial leadership to better use both natural 
and human resources. 


For a copy of the 1959 Annual Report write— 


THE TREASURER 
THE DETROIT EDISON COMPANY 
DETROIT 26, MICHIGAN 
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at home is in the integrity of the dollar 
as viewed from abroad. In all areas of 
economic discussion, more and more is 
heard of competition, with perhaps the 
noisiest aspects in the international field. 
You are all familiar with these tenden- 
cies: increasing imports, decreasing ex- 
ports, a reduced export surplus, fund 
movements not related to trade, mount- 
ing short term banking liabilities to for- 
eigners, gold outflow — all of which are 
manifestations of the fact that other 
parts of the Free World have recovered 
to sound economic stature. 

This recovery has doubtless been at 
ihe United States’ expense, financially, 
economically, and then socially. Time 
precludes developing this theme here. 
Since, however, the level of business 
activity in this country (1) has direct 
concern with how the dollar problem is 
handled, and (2) has bearing on the 
future of bond prices, I repeat a second 
question for which I have no ready 
answer: “How long can workers in this 
country expect their position to be insu- 
lated against the labor situation through- 
out the world?” After all, except for 
those extractive industries drawing upon 
the land, the sea, and the air, we sell as 
goods and services only a compounding 
of labor costs. 


Bonds for Income 


I think it well that things feared 
should be openly discussed. By such 
means, solutions of problems are often 
developed. If pitfalls may be avoided by 
playing the spotlight of discussion on 
our doubts, may we not rejoice if events 
and consequences fall short of straight- 
line projections? 

There is in most of us a tremendous 
bias toward optimism and in many a 
high degree of impatience to buy. This 
includes trust investment men and the 
buying of bonds. 

I detect some strengthening of moral 
fibre at both grass-roots and leadership 
levels. If we stop and think of how little 
use a rubber band is when broken, I 
suspect we shall desist from economic 
folly before the breaking point is 
reached. We are still in the area where 
the choice is ours. It will take hard, 
tough decisions, and not, as some would 
have us think, the passage of appropria- 
tion bills. If we believe that debt retire- 
ment is a cost of doing business, we can- 
not be satisfied with mere budget bal- 
ances. We must see steps taken to cut the 
federal debt — to cut all debt. Barring 
fiscal orthodoxy, I predict the necessity 
of retrenchment forced upon us by in- 
ternational economic trends. 

On the matter of bonds for income, it 
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may be said at some time or another of 
any segment of the investment spectrum 
that yields adequately compensate for 
the risks. None can know whether more 
rewarding or less rewarding prices lie 
ahead. We do know that all investment 
judgments are relative. 


Bonds for Safety 


Inflation is no more kindly disposed 
toward principal than toward income 
from bonds. Given an adequate guaranty 
of perpetual uninterrupted inflation, we 
would avoid bonds. For the guaranty to 
be adequate, however, we would proba- 
bly ask for collateral — perhaps govern- 





ment bonds, or even cash. Is it not 
strange that governments and cash are 
still the best of collateral? If they are, is 
there any doubt but that the prudent 
man will invest for safety in bonds of 
Aaa to A quality? At times he may seek 
stability of dollar value. At other times 
he will buy bonds for assured dollar 
profit. Impelled by these same motives, 
with variations to fit individual account 
requirements, you and I, as trustees, are 
constantly buying bonds. 

Perhaps the bonds-for-safety theorem 
is not adequately proved in the preced- 
ing paragraph. Perhaps it cannot be 
proved. I have said, however, that all in- 
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Knowledge, Experience, Facilities for Investors 
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vestment judgments are relative. There 
are many things I would wish my trust 
investment officer to ask himself when 
he invests my trust: 


1. What is the answer to the wage- 
cost/price-profit/plant-expansion cir- 
cle, equitable to producers and con- 
sumers alike? 

2. Are net income and cash flow 
figures realistic in view of exist- 
ing depreciation policies, obsolescence 
risks, and tax liabilities? 

3. Are agricultural inventory and 
price problems the forerunner of simi- 
lar problems in other parts of the 
economy? 

4. What is the sustainable rate of 
economic expansion that can stand 
upon reasonably full employment and 
reasonably stable prices, supported by 
an adequate rate of national saving? 

5. Might this be an appropriate 
time to modify the capital gains tax 
in a way to increase federal revenue 
earmarked for debt retirement? 

The House Ways and Means Com- 
mittee has my recommendation to 
amend Section 1012 of the Code to 
make the basis of property the higher 
of cost or 20% of the proceeds of 
sale. This would cut the effective gains 
tax on an item that has multiplied by 
five or more times to 20% of the pro- 
ceeds sale, by application of the 25% 
alternative rate of Section 1201. 

6. What are the risks in a revenue 
structure so dependent upon income 
taxes and so conducive to creation of 
debt? 


7. How dangerous to investors in 
the long run are such things as com- 
petition for funds between taxable 
bonds and tax exempts, the 44% 
long debt rate ceiling, the insured 
mortgage interest rate ceiling? 

8. What may result from the bal- 
ance-of-payments problem and from 
a New York discount rate below that 
of London? 

9. Do concentrations of funds for 
social security and employee retire- 
ment purposes set in motion forces 
that might bring a loss of individual 
freedom? 

10. How effective are President 
Eisenhower’s travels and his appeals 
to the people of many foreign coun- 
tries; and how constructive are politi- 
cal trends at home and abroad? 

11. Can there be any other satis- 
factory bond market until the market 
for governments is satisfactory? 

12. What is the state of confidence 
and of investor psychology? 


Some right answers are needed for 
more fundamental reasons than mere 
protection of bond and stock portfolios. 
More than likely, the pattern of our in- 
dividual answers does not all point one 
way. If it did, we again might invest en- 
tirely in stocks — or entirely in bonds. 
As trustees, however, we remind our- 
selves that these are the funds of others. 
The moderate course is preferable to ex- 
treme action. We want income and safe- 


ty. 
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Bank Stocks 


Our analysis of the 1959 year-end reports of a group 
of outstanding banks is completed and now available. 


A copy will be sent free upon request. - 


We deal actively in bank shares and are prepared to 


buy or sell in large or small blocks at net prices. 


BLYTH & Co., INC. 
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Los ANGELES - SEATTLE - PorTLAND 


EUREKA * SACRAMENTO 


FRESNO Pato Atto - OxNarpD 





























208 


This, then, is “Why Bonds in a T;ust 
Portfolio?” Likewise, it is “Why Stocks 
in a Trust Portfolio?” It is the case 
balanced trusts. My preference has been 
to carry not less than 25%, at mar <et. 
in bonds, not less than 25% in stocks, 
under conditions as they have exi-ted 
through the past 30 years. 


Present Situation 


I have made the assumption that his- 
tory repeats itself in security markets, 
No attempt at timing has been made. 
The accompanying chart of comparative 
yields in 1958 and 1959 may or may not 
be worth a thousand words. Suffice it to 
say that, through the past two calendar 
years, the Dow-Jones industrial stock 
yield fell from 4.98% to 3.13%; Dow- 
Jones municipals rose from 2.98‘ to 
3.80% ; United States Treasury 31/\s of 
1983-78 rose from 3.25% to 4.32%; 
and Aa new utility bond issues rose from 
4.10% to 5.21%. The period covered is 
short, the trend through most of it un- 
mistakable, and the recent relationship 
of stock and bond yields historically ab- 
normal. 

Going back to the end of 1950. we 
find that the Dow stock yield was then 
6.63%; Dow municipals 1.88% ; 
governments 2.46% and Aa new utility 
bonds 2.76. We have come a long way 
in 9 years. 

It may not be the best, but it is a good 
time to buy bonds. Record now your 
estimates for the four yields at year-end 
1960. Let me hear from you a year hence 
if you have hit two of the four on the 
nose. 


long 


Bonds and/or Stocks 


While yield comparisons point to a 
present advantage of bonds over stocks, 
I have earlier stressed the balanced trust 
account and the longterm point of view. 
This presumes that stocks and bonds will 
be used together, as different hedges 
against an uncertain future, in different 
proportions at different times, and sub- 
ject to eternal vigilance of trustmen in 
making selections and recommending re- 
tentions. 

At the same time, a few random tru- 
isms about bonds and stocks may fur- 
ther indicate “Why Bonds in a Trust 
Portfolio?” For example: 


1. Investments that do the best 
are frequently those bought when un- 
duly depressed. 

2. In many accounts, assured dol- 
lar income today is more essential 
than prospectively enhanced income 
tomorrow. 

3. Security prices are most 


(Continued on page 254) 
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GOODYEAR DIVERSIFICATION AT WORK ° 


J 


Non-Shkhid Feet for 


Push back the jungle and build a landing strip. Open 
new frontiers and build an industrial plant, houses, 
a town. 

Goodyear tires will keep the equipment rolling. In 
baking daytime heat and sharp cold at night, over 
rocks and through mud, today’s diesel-powered ele- 
phants are ruggedly shod for punishment. Goodyear 
research has found the materials. 

Tomorrow's world is building now. That is why 





GOODSY 





Modern Elephants 


Goodyear has operations in 29 countries outside the 
United States. From these facilities come products 
for the peaceful development of young nations, for 
continued recovery and growth of others throughout 
the world. 

Before a grade is leveled, before a yard of fill is 
moved, Goodyear imagination, planning and develop- 
ment have been at work — building the foundations 


of tomorrow. 





THE GREATEST NAME IN RUBBER 


TIRES INDUSTRIAL PRODUCTS 


CHEMICALS FOAM PRODUCTS FILMS 
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FLOORING METAL PRODUCTS SHOE PRODUCTS AVIATION PRODUCTS 
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The story of Allis-Chalmers essentially is the story of POWER... the creation 
of Power, the application of Power, the never-ending search by the Company for ways to 


: impad 


< W-Siele 


Allis-Chalmers 


improve its own powers of production and thereby better its product lines. 


In terms of this pattern, the Allis-Chalmers Annual Report, now being mailed to 63,215 
share owners, presents a broad outline of accomplishments of the Company in 1959. 


HIGHLIGHTS 





Sales and Other Income 
All Taxes 
Earnings 
Earnings per Share of Common Stock 
Dividends Paid per Share of Common Stock 
Shares Outstanding 

Preferred stock 

Common stock 
Dividends Paid 

Preferred stock 

Common stock 
Share Owners’ Investment in the Business 

Preferred stock 

Common stock 

Earnings retained 

Total share owners’ investment 

Book Value per Share of Common Stock 
Working Capital 
Ratio of Current Assets to Current Liabilities 
Number of Share Owners 

Preferred stock 

Common stock 
Employes 

Number of employes 

Payrolls 


$543,337,852 


35,395,615 
22,864,963 
2.47 
1.25 


97,968 
9,089,535 


418,359 
11,102,190 


9,796,800 
187,947,298 
146,699,078 
344.443,176 

36.82 
290,967,948 
4.26 to 1 


802 
62,414 


36,130 
196,137,782 





$535,165,825 
33,189,603 
19,657,958 
2.34 

1.25 


103,635 
8,216,016 


422,831 
10,270,016 


10,363,500 
162,088,166 
135,354,664 
307,806,330 

36.20 
263,557,034 
4.82 tol 


802 
58.347 


32,364 
172,093,408 
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annual report 
now being mailed 
to share owners 





























ALLIS-CHALMERS serves our nation and 
the growing world through the many 
domestic plants and offices shown here 


— and through the world-wide facilities 
of Allis-Chalmers International. 
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* Sales or Branch Offices 
® Manufacturing Plant 


for copies of the 

Annual Report write — 
Allis-Chalmers Manufacturing Co. 
Shareholder Relations Dept. 

1141 S. 70th St., Milwaukee 1, Wis. 
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PANEL URGES LESS EQUITY ACCENT 


MORE RESTRAINED DEGREE OF EN- 
| rennin for equities in trust ac- 
counts, either for new commitments or 
in percentage of total portfolio, was ex- 
pressed during the always-popular In- 
vestment Session at the annual Amer- 
ican Bankers Association Mid-Winter 
Trust Conference in New York City last 
month. While this is not to be con- 
strued as an overall trustee retreat from 
common stocks, it does respond to a 
growing appreciation of the fact that 
most prime institutional-caliber stocks 
have been driven to earnings multiples 
which now present a disproportionate 
degree of risk as compared with intrinsic 
values or capital enhancement prospects 
over the discernible future. In addition, 
the topsy-turvy yield relationship be- 
tween bonds and stocks is one which 
has always corrected itself eventually on 
other occasions: hence. with some straws 
in the wind indicating that inflationary 
forces may be reduced or firmly curbed 
in the near future, it becomes increas- 
ingly wise for the prudent trustee to 
weigh the logic of a swing toward 
greater fixed-income representation. 

The Monday afternoon program, pre- 
sided over by Robert R. Duncan, vice 
president of the Trust Division and 
chairman of the board, Harvard Trust 
Co., Cambridge, featured a plea for 
greater latitude of action for qualified 
trustees by Charles W. Buek, first vice 
president, United States Trust Co. of 
New York, followed by a careful analy- 
sis of compelling reasons for bond in- 
vestment in trust accounts under exist- 
ing conditions, presented by Arthur L. 
Coburn, Jr. chairman of the trust com- 
mittee, Old Colony Trust Co., Boston. 

These addresses, which appear else- 
where in this issue, were followed by 
capsuled summaries of prospects for 
banks and finance companies, the chem- 
icals, motors and public utilities, pre- 
sented by industry specialists. 


Industry Outlook 


Banks and Finance Companies: F. W. 
Elliott Farr, vice president. Girard Trust 
Corn Exchange Bank, Philadelphia. 
Bank profits for 1960 should continue to 


improve in general, with variations be- 
tween banks depending upon their busi- 
ness composition. Growth has been more 
pronounced in the retail than wholesale 
end and large participations in term 
loans and varying portfolio practices can 
also materially affect final results. Short- 
term interest rates are now near their 
peak, so gains from this source will lose 
impetus once the loan roll-over is com- 
plete. Even if rates continue relatively 
high, rising operating costs will tend to 
hold down profits which “are becoming 
more dependent upon forces beyond con- 
trol of management.” Finance ccmpan- 
ies should likewise continue to prosper 
due to flexibility in borrowing funds in 
accordance with their varying needs. 

Chemicals: Jeremy C. Jenks, Cyrus J. 
Lawrence & Sons, New York City. While 
new plant and equipment will be a bit 
below 1959, a new high in sales and 
above-average margins should assure a 
good year for profits and well-main- 
tained dividends, with perhaps some in- 
creases, The industry’s growth is some- 
times obscured by inclusion of less dy- 
namic sectors in the overall statistics. 
Over the next five years, the greatest 
growth is likely to be in plastics, syn- 
thetic fibers and basic organic chemi- 
cals. 

Motors: Malcolm D. Brown, R. W. 
Pressprich & Co., New York City. While 
1960 production shapes up somewhere 
around the 7.4 million car mark, give 
or take 800,000 cars, a three year cycle 
is a more reliable gauge than a guess 
about a single year. Given a strong 
1960, the prospect is for lower demand 
in 1961 but if demand continues strong 
through 1961, a lower figure can be 
expected in 1962. 

Electric Utilities: Charles A. O'Neil, 
vice president, Duff & Phelps, Inc., Chi- 
cago. The very gratifying record of di- 
vidend increases in this field over the 
1957-59 period, together with good earn- 
ings prospects, leads to the expectation 
of continuing satisfactory dividend 
rates. The industry’s strong growth 
trend has resulted in doubled capacity 
every ten years and this expansion is 
expected to continue. It likewise presents 


a high degree of resistance to recession 
and annual consumer use is steadily in- 
creasing as the comforts and conveni- 
ence of electrical living become com- 
monplace. 


Panel Discussion 


The six speakers answered questions 
previously submitted to the panel, with 
Philip B. Simonds, Jr., chairman of the 
Trust Division Committee on Trust In- 
vestments and vice president, Rhode 
Island Hospital Trust Co., Providence, 
acting as moderator. Some of the more 
salient observations are here summar- 
ized. 

In discussing the status of oil stocks, 
Mr. Farr remarked that their substan- 
dard market action resulted from insti- 
tutional liquidation because of altered 
basic conditions in the industry. In spite 
of the unfavorable factors, the group 
continues to deserve a place in portfolios, 
perhaps around 8%-12% of the total, 
with 60% allocated to the international 
companies and the balance to domestic 
integrated companies with strong crude 
reserves. Suggested preferences in the 
first group are Texaco, Standard Oil of 
California and Royal Dutch, with Con- 
tinental, Standard Oil Co. (Indiana) 
and Standard Oil Co. (Ohio) in the 
domestics. 

Mr. Jenks was of the impression that 
Dow, DuPont and Union Carbide might 
be approaching buying points after near- 
ly six weeks of steady decline in view 
of estimated 1960 per share earnings of 
approximately $3.25, $10, and $6.50, 
respectively. Queried upon the effects of 
government investigation of the ethical 
drug companies’ pricing policies, he felt 
that its full impact has not yet been 
felt in the market and that it would 
be wise to await its conclusion. Even 
then, it will be necessary to be very 
selective rather than seek participation 
on a broad industry basis. 

As for the motors, Mr. Brown point- 
ed out that only General Motors and 
Ford command institutional interest and 
that they appear well priced relative to 
the current market and industry out- 
look. While retail deliveries have not 
been too good lately, there seem no 
major worries in the picture and pipe- 








PANEL’S SUGGESTED GROWTH STOCKS 


BROWN 
Granite City 
McClouth Steel 
National Cash 
National Steel 


BUEK 
Florida P&L 


Texas Instruments 





COBURN FARR 

Dow Royal Dutch 
IBM Travelers Ins. 
MMM U.S. F. & G. 
Polaroid 


JENKS O’NEILL 
Dow Central & SW. 
Dupont Delaware P & L 
IBM Florida Pwr. 
MMM Florida P & L 


Tampa Elec. 
Texas Util. 





Marcu 1960 


21) 








212 








Public Service Electric | 
and Gas Company | 


NEWARK.N. J. 

















QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared ihe following dividends 
for the quarter ending March 








Atlas Corporation 
33 Pine Street, New York 5, N. Y. 








Dividend No. 15 
on 5% Cum. Preferred Stock 





e Regular quarterly of 25¢ 
per share 


e Payable March 15, 1960 
e Record March 1, 196) 


WALTER G. CLINCHY, 
Treas vrer 
February 16, 1960 














31, 19¢3: 
Class of Dividend 
£ ack Per Share 
Cumulative Preferred 
4.08% Series ... . $1.02 
4.18% Series .... 1.045 
4.30% Series .... 1.075 
5.05% Series ....« 12625 
$1.40 Dividend 
Preference Common . .35 
Common ... Scie ca .45 


| 

All dividends are payable on | 
or before March 31, 1959 to | 
stockho ders of record February | 
29, ikcO. | 
J. thVING KIBBE | 

Secretary 








PUBLIC SERVICE | 
CROSSROADS OF THE EAST | 
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KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y. 
February 19, 1960. 
At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a cash distri- 
bution of $1.25 per share was de- 
clared, payable on March 24, 
1960, to stockholders of record ai 
the close of business on March 2, 
1960. 
PAUL B. JESSUP, Secretary 
me ae panes ed at ad ee at eed eed te nd 
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KING SITE CIGARETTES 











New York, February 17, 1950. 








INDIA HOUSE 





DIVIDEND NOTICE 


‘Regular quarterly dividend of $1.75 per share on the Preferred 
Stock and regular quarterly dividend of $.55 per share on the 
outstanding Common Stock of P. Lorillard Company have been 
declared payable April 1, 1960, to stockholders of record at 
the close of business March 4, 19450. Checks will be mailed. 


FIRST WITH THE FINEST CIGARETTES—THROUGH LORILLARD RESEARCH 


vd 200% funwersary 


TWO HUNDRED YEARS OF TOBACCO EXPERIENCE 


Cigarettes 
OLD GOLD STRAIGHTS KENT 
Regular Regular 
King Size King Size 
OLD GOLD FILTERS Crush-Proof Box 
King Size 
Smoking Little 
Tobaccos Cigars 
BRIGGS BETWEEN 
UNION LEADER THE ACTS 
FRIENDS MADISON 


G. O. DAVIES, Treasurer 






NEWPORT SPRING 
King Size King Size 
Crush-Proof Box 
EMBASSY 
King Size 
Chewing Turkish 
Tobaccos Cigarettes 
BEECH-NUT MURAD 
BAGPIPE HELMAR 
HAVANA 
BLOSSOM 








lines are gradually being replenis ied, 
Ford Motor appears to have attrac ‘ion 
around current levels. 

Mr. O’Neil echoed his previousl: ex. 
pressed optimism about the electric util. 
ity picture by stating his preferenc: for 
common stock vs. a utility bond yie! ling 
in the 5% plus area. Average electric 
utility growth in the 1950 decade was 
between 5‘¢-6% compounded annually, 
Inasmuch as he foresees a continuation 
of this trend, return on the stock would 
catch up with the bond yield in around 
five years and still have prospects of a 
higher dividend. 

Mr. Coburn has always been known 
as an advocate of balanced investment 
and a believer in prime equities when 


available at what seem reasonable ra- , 


tios. His opinion of present stock prices 
is perhaps best expressed in the state. 
ment that, where possible, trust accounts 
have been cut back to 60% -65°% at 
market and 25°%-30% in book value. 
This presupposes intermediate term 
holding and substantial unrealized gains, 
Queried on his preferences in equity ra- 
tios at today’s prices, he advocated 
something in the 60°7-65% range for 
the business man if already held 5 or 
more years; about 30% for a new ac- 
count set up for an “average” investor; 
and in the case of a widow, greater cut- 
back in stocks and reinvestment in fixed- 
income securities to raise income. 

Mr. Buek expressed continuing confi- 
dence in equities for the long-range in- 
vestor and, in the case of a young man, 
would even go above 50% at this time. 
In setting up a new trust now, without 


as. 





specific restrictions, the suggested stock | 


portion would be around 35-40%. 
This would break down into the follow- 
ing groups: electric utilities 20%: 
chemicals 20‘% ; electric equipment and 
electronics 15%; oil and natural gas 
10%; banks and finance companies 
10% ; retail trade and consumer goods 
10% ; tire and rubber 5% ; metals 5%: 
and miscellaneous and specialties 5‘. 
Other panelists suggested diversion of 
some of the elec‘ric utility sector to the 
oil group and inclusion of selected fire 
and casualty companies. 


A AA 


e Stock distributions was the subject of 
the February meeting of the New York 
A.I.B. Personal Trust Round Table. Re- 
cent developments including the Fosdick 
and Bingham cases, operating problems 
and suggested legislation were discussed 
by a panel led by Thomas J. Rohde, Asst. 
Vice President, Irving Trust Company. 
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More people than ever share in the 











growth of the Columbia Gas System 


In 1959 over 3,200,000 homes and businesses used an all- 
time high of 736 billion cubic feet of natural gas deliv- 
ered, directly and indirectly, through the Columbia Gas 
System — 36 billion more than in 1958. 

Despite the prolonged steel strike the System deliv- 
ered more gas than ever to the growing industrial com- 
plex it serves in 7 states—New York, Ohio, Pennsylva- 
nia, Kentucky, West Virginia, Virginia, and Maryland. 

The number of owners of the System grew, too. 
Thirty-two thousand more of them — 182,545 in all — 
were listed as stockholders of The Columbia Gas System, 
Inc. at year’s end. 

And the men and women who work for the Columbia 
Gas System, including those who operate the System’s 
pipeline from the Gulf Coast to the Kentucky-West Vir- 
ginia border, shared $79,000,000 in wages and benefits 
during the year. 
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Here is evidence of the growing demand for a vital 
public service—the production, transportation and deliv- 
ery of natural gas—on which so many people depend 
for their daily comfort, convenience and economic bet- 
terment. For the complete story on the growth of the 
Columbia Gas System—and its continuing investment in 
better service for more people — write for your copy of 
our 1959 Annual Report. 










COLUMBIA 
SYSTEM, inc. SYSTEM 
P COLUMBIA GAS SYSTEM SERVICE CORPORATION * 


COLUMBIA HYDROCARBON CORPORATION oe 
120 EAST 41st STREET, NEW YORK 17, N.Y. 














CHARLESTON GROUP: UNITED FUEL GAS COMPANY, AMERE GAS UTILITIES COMPANY, ATLANTIC SEABOARD 
CORPORATION, COLUMBIA GAS OF KENTUCKY, INC., VIRGINIA GAS DISTRIBUTION CORPORATION, KENTUCKY 
GAS TRANSMISSION CORPORATION ... COLUMBUS GROUP: THE OHIO FUEL GAS COMPANY, THE OHIO VAi- 
LEY GAS COMPANY... PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COMPANY, COLUMF \ 
GAS OF NEW YORK, INC., CUMBERLAND AND ALLEGHENY GAS COMPANY, HOME GAS COMPANY... COLUM> \ 
GULF TRANSMISSION COMPANY . . . THE PRESTON OIL COMPANY 
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Intense Competition Dictates Study of 


PENSION FUND INVESTMENT POLICIES 


DR. ROGER F. MURRAY 


S. Sloan Colt Professor of Banking and Finance, Graduate School of Business, 


ENSION FUND PORTFOLIO MANAGE- 
ment has come of age; this is no 
longer a comparatively new type of 
business calling for experiments with a 
wide range of new avenues of invest- 
ment. Some of the signs of maturity are: 


1. By the end of 1960, it is prob- 
able that noninsured corporate pen- 
sion funds established by single em- 
ployers will hold $29-billion of assets 
at book values. However, the rate of 
annual growth in assets wil be down 
to 15% or less. Because performance 
is determined primarily by the record 
of the portfolio as a whole, not by 
what is accomplished with this year’s 
increment, what the portfolio manager 
can achieve is less and less a function 
of what he does with the new money 
and more and more what he does with 
the accumulation of old money. Par- 
ticularly in the older funds, growth 
will not soon obscure either the bril- 
liant or the uninspired investment 
decisions of the past. 


2. Competition for pension busi- 
ness is, if possible, more intense than 
ever before: not only among banks but 
also with life insurance companies. 
Performance records are becoming 
long enough to provide a basis for 
judging results. Superior investment 
management can be attained only by 
continuing alertness to many small 
opportunities to make effective use 
of the whole range of investing op- 
portunities; no single device will serve 
to assure sustained above-average per- 
formance. 

3. The flow of employer contribu- 
tions to pension trusts may prove to 
be less stable than in the past. The 
year 1958 is a case in point. Even 
though the 1957-1958 recession 
spanned portions of two calendar 
years and the upturn in corporate 
profits was clearly evident late in 
1958, we saw a mild cyclical interrup- 
tion in the growth of net additions to 
assets. By the same token, there was 
apparently a fairly sharp rise in 1959 
contributions. In future, fluctuations 
in flow of new money are likely to be 
more pronounced. 


The private pension system has many 
years of growth ahead; it is not ap- 
proaching maturity in the sense of level- 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 9, 1960. 
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Columbia University, New York 


ing off in assets. Nevertheless, as more 
funds grow out of their incubation 
period and become sizeable aggregations 
of capital, investment management is 
transformed from a pilot operation into 
a full-fledged asset management assign- 
ment involving even more exacting de- 
mands upon those responsible for form- 
ulation of investment policy. 


Averaging 

In a growing fund, even though the 
rate of growth is declining, a certain 
amount of averaging is not only sensible 
but inevitable. Each year’s growth is a 
problem of new investment, and there 
is a premium on employing cash as soon 
as received. Putting predetermined fixed 
amounts or percentages of new money 
into fixed-income investments or equities 
assures some sort of average result, im- 
proved to the extent that individual se- 
lections are well made. This policy has 
the merit of simplicity and operates like 
a kind of fixed-ratio formula timing 
plan. But its deficiencies become more 
apparent as old money bulks larger in 
relation to new inflow, and perhaps as 
the new money is less regular in avail- 
ability. 

Averaging prevents making mistakes, 
but it also precludes many steps to 
achieve superior results. With the clear 
vision of hindsight, it is evident that 
complete flexibility in allocation of new 
money would have produced substantial 
benefits through the last cycle. In a 
simplified illustration for a fund to be 
invested 50% in bonds and 50% in 
stocks, one might have bought only 
bonds during the ten months ending in 
November 1957. For the next eight 
months, all new money might have gone 
into stocks. From July 1958 until July 
1959, the pattern might have been one- 
half stocks and one-half short term gov- 
ernments as a temporary haven for bond 
money. Since then, we might have been 
putting all new money in long term 
bonds and making additional purchases 
with proceeds of temporary investments. 


Following this completely flexible pol- 
icy, with the benefit of perfect foresight, 
would improve the rate of return on 
50% of the resulting portfolio by at 
least *g of 1% over a straight averaging 
result, assuming a growth rate of 15% 
per annum. Even better results would 
have been achieved by selling some long 
term bonds in the spring of 1958 and 
holding the proceeds in short govern- 
ments for later reinvestment. The use of 
other investment 
would have been helpful. This is. of 
course, an unreal example because no 
one has such perfect foresight. But it 
does represent a rough measure of po- 
tential gains from flexible asset alloca- 
tion over inflexible averaging. 

The first issue is whether the matur- 
ing process in a fund does not call for 
more frequent shifts in investment pol- 
icy. To be sure, it is easy to guess wrong 
about what the future holds in store. 


Nevertheless, should we not make more | 


such appraisals of the outlook and act 
on them? 

In my observation, portfolio man- 
agers show a great deal of flexibility. 
The question is simply whether they 
should not show more, and not just in 
bond versus stock decisions. What about 
more frequent participation in the mortt- 
gage and real estate markets when under 
pressure? What about more willingness 
to commit ahead when money is tight? 


Or going short in periods of active ease? 


Stock Selections 


In the process of accumulating a stock 
portfolio, there arises a second issue of 
investment policy. Essentially, this is 4 
question of whether enough sales are 
made. In a growing fund, it is easy to 
de-emphasize a company, industry. ot 
type of stock simply by not buying any 
more. But as the rate of growth in the 
fund slackens, this result is achieved 
much less rapidly. Meanwhile. the shares 
still held are having their effect upon the 
fund performance as a whole. 

Having new money with which to 
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Photo by Ray Trahan 

Breakfast meeting for 250 attorneys, accountants and insurance counsellors sponsored by 

National American Bank of New Orleans. On this recent occasion the bank announced its 

new Combination Pension Trust Plan. Two main funds are used: one for purchase of life 

insurance policies and a second for investments administered by the trust department. In 
this manner flexibility and lower employer costs are achieved. 











purchase stocks which one particularly 
favors makes it easy to carry along less 
desirable holdings. The discipline im- 
posed by a fixed amount of capital does 
not operate. Certainly I do not advocate 
churning a_ portfolio, and obviously 
every selection should be made with the 
expectation that it will be a long term 
investment. But once the conclusion is 
reached that the stock no longer seems 
attractive, all things considered, taking 
a long time to sell it can only dilute the 
record of performance. 

The need for firmness and the cour- 
age of one’s convictions are evident in 
other aspects of selecting stock invest- 
ments as well. It is doubtful that pension 
funds as*a group really buy either 
against general market trends or in ad- 
vance of them. That is, pension funds 
seem to buy the groups of stocks popular 
at a particular time just as freely as 
those less highly regarded at the mo- 
ment. 

It would prove disastrous, of course, 
to buy only out-of-favor stocks because 
most of them have probably well earned 
this less enthusiastic rating. But through 
a cyclical trough, like the winter of 
1957-1958, should not patient, long 
term buyers like pension funds be will- 
ing to pass up the then popular defen- 
sive issues in favor of more depressed 
cyclical stocks? 

Big stock investors like mutual funds 
are subject to a certain amount of pres- 
sure to show on statement dates that 
they held stocks generally thought to be 
well situated at the moment. This tends 
to produce a degree of conformity to 
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current sentiment. Happily, pension 
trusts can operate with complete free- 
dom from this kind of pressure; indeed, 
the premium is on being intelligently 
independent in selection. 

I know that there are many more 
differences of opinion among pension 
trust portfolio managers than the small 
talk around Wall Street would lead one 
to believe. But there might well be even 
more independence from the fashions 
which wax and wane in the stock market. 


Tailoring Investment Policy 


A third issue deserving at least pass- 


ing mention is whether sufficient atten- 
tion is given to the characteristics of 
each individual fund. Profit-sharing 
plans usually claim this kind of close 
attention by their very nature, but dif- 
ferences in benefit formulas and contri- 
bution flows in pension funds are less 
obvious. Also in this age of specializa- 
tion, the investment staff may not be 
as aware as administrative officers of the 
special factors which will affect the 
flow of funds in the near 
future. 


or distant 


These considerations are hardly im- 
portant when a fund is new and starting 
its period of most rapid growth; but as 
it becomes well established and its fu- 
ture growth pattern becomes more clear, 
each fund takes on its special character- 
istics, some from the nature of the plan 
and some from the nature of the busi- 
ness. As these factors conditioning the 
behavior of flow of funds and needs of 
the plan change over time, it is of course 
essential to adapt investment policies to 
suit new conditions. 

The old axiom of the trust business 
that each trust is an individual problem 
applies, perhaps more than is always ap- 
preciated, to each pension and profit- 
sharing trust. Investment objectives 
must be studied in these terms and the 
record of performance evaluated ac 
cordingly. 


Need for Research 


The issues I have raised about current 
investment policy all relate to the single 
question of whether, in this highly com- 
petitive business, the ingredients of im- 








Institutional Research Department 


Continuing and comprehensive research 
is conducted in the following fields: 


Paper Industry 
Glass Industry 
Non-Ferrous Metals Industry 


Reports are available. We invite your inquiry. 


BURNHAM AND COMPANY 


MEMBERS NEW YORK AND AMERICAN STOCK EXCHANGES 


15 BROAD STREET, NEW YORK 5, N. Y. 
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ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 

Corporation held today, February 19, 

[NL 1960, a dividend of fifty cents (50¢) 

per share was declared on the Com- 

mon Stock of the Corporation, pay- 

able March 31, 1960 to shareowners 

of record at the close of business on March 11, 
1960. 


S. A. McCASKEY, Jr. 
Secretary 














TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


February 16, 1960 


A dividend of thirty-one 
and one-quarter (31 14 ¢) cents 
per share was declared pay- 
able March 25, 1960, to stock- 
holders of record at the close 
of business March 4, 1960. 


Joun G. GreensurGH 
61 Broadway Treasurer. 


New York 6, N. Y. 























Southern California 


Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 203 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 52 

27 cents per share. 


The above dividends are pay- 
able March 31, 1960, to 
stockholders of record March 
5. Checks will be mailed 
from the Company's office in 
Los Angeles, March 31. 


P. C. HALE, Treasurer 


February 18, 1960 
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agination, independence, and flexibility 
are given enough emphasis. I am im- 
pressed by the high quality of invest- 
ment management of pension funds, but 
maintenance of this standard calls for 
continuing and critical examination of 
the bases for policy formulation. In clos- 
ing, I would suggest that there is a 
fourih issue in the crying need for basic 
research in the factors affecting invest- 
ment values and trends, so that flexible 
policies can be more intelligently ap- 
plied. 

Three major areas of greatly needed 
research come to mind, which can be 
stated in the form of questions: 


1. How are stock prices deter- 
mined? What are the principal influ- 
ences of taxation, changes in market 
structure, and a wide range of eco- 
nomic and _ political developments? 
How do we tell when stock prices are 
high or low? 


2. What are the basic influences on 
the behavior of long term interest 
rates? What is the significance of 
changing differentials between rates 
on various classes of securities? 


3. How is it possible to appraise 
more accurately the effects on the se- 
curities markets of monetary and fis- 
cal policy, economic developments, and 
changes in our dynamic society. 


These are all questions on which most 
of us have opinions but little basic re- 
search to support them. 


Final Issue 


The final issue is whether investment 
analysis by pension fund portfolio man- 
agers, with its necessary emphasis on 
specific company and industry problems, 
gives adequate attention to the funda- 
mental forces which determine invest- 
ment values. As private pension funds 
g-ow to their first $50-billion in assets, 
there is surely a great need for better 
understanding of the capital markets in 
which these funds must be employed. 


Such research can be justified on the 
grounds that it will improve perform- 
ance but there are other valid reasons. 
These funds are affected with the public 
interest, which is discharged in pari 
only by adherence to highest standards 
of fiduciary conduct. In addition, parti- 
cipation of pension funds in the capital! 
markets must be demonstrated to be a 
contribution to the efficient allocation of 
resources in the economy. Any financial 
institution of this size and importance 
must be prepared to interpret its role in 
the saving and investment process about 
which we have so much to learn. 


A AA 








FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
February 18, 1960 


The Board of Directors of this Corpora- 
tion has this day declared a dividend of 
twenty cents (20¢) per share on the 
outstanding Common Stock, payable 
March 20, 1960 to stockholders of rec- 
ord at the close of business March 4, 
1960. 


G. F. FOLEY, Treasurer 














Pullman 
Incorporated 


— 395th Dividend — 
94th Consecutive Year of 
Quarterly Cash Dividends 


A quarterly dividend of one 
dollar ($1.00) per share will 
be paid on March 14, 1960, 
to stockholders of record 
March 1, 1960. 


CHAMP CARRY 


President 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 




















INTERNATIONAL 
SHOE 
COMPANY 


St. Louis 


196 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ per 
share payable on April 1, 1960 
to stockho!ders of record at the 
close of business March 11, 
1960, was declared by the 
Board of Directors. 

ROBERT O. MONNIG 


Vice-President and Treasurer 


February 23, 1960 
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UNION CARBIDE CORPORATION 





1959 Annual Report Summary 


I 0. 96 hg eee eA 
Net Income................. 
Per Gate... . 2... cee caee, 
Dividends Paid.............. 
Per Share................ 


Earned Surplus............. 


Current Assets.............. 


Current Liabilities........... 


Total Assets................ 


Shares Outstanding 


Number of Stockholders... ... 


Number of Employees. . 








1959 1958 
$1,531,343,824  $1,296,532,373 
171,637,065 124,936,845 
5.70 4.15 
108,344,828 108,265,402 
3.60 3.60 
685,493,989 622,201,752 


$ 714,667,441 


$ 664,097,034 


257,204,296 213,802,203 
1,632,250,370 — 1,530,476,376 
30,097,943 30,093,183 
126,927 126,739 
74,000 71,500 





Copies of the complete 1959 Annual Report of Union 


Carbide Corporation will be furnished on request. 
An illustrated booklet describing the products and 
processes of Union Carbide also is available. If you 


<p) wish copies of these booklets, please write to the 
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Secretary, Union Carbide Corporation, 30 East 
42nd Street, New York 17, N. Y. 
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Paper INDUSTRY IN THE 60’s 


The paper industry has often been 
singled out as one which should partici- 
pate handsomely in the expected growth 
of the 1960’s. Over-all volume projec- 
tions tend to bear this out. On the basis 
of past trends; it seems reasonable to 
expect total production of paper and 
board of 43-44 million tons in 1965 and 
perhaps 50-52 million tons by 1970, 
against 34.1 million tons in 1959 — 
equivalent to a growth rate of approxi- 
mately 5% annually. If these more or 
less mechanical projections are realized, 
there should indeed be good growth for 
both the industry itself and the investor 
in the industry. 

A mechanical projection, however, 
has many weaknesses. First of all, it 
now appears that we may have a reces- 
sion over the next several years of 
greater magnitude than any of the busi- 
ness slowdowns of the last decade. Sec- 
ondly, the place of the paper producer 
in the production-marketing cycle makes 
the industry quite vulnerable to inven- 
tory cycles. Aside from these factors 
which may modify mechanical projec- 
tions, there are several new elements 
which have arisen over the last several 
years which may have serious implica- 
tions — and particularly for certain 
companies, 

Perhaps the most important of these 
new elements is the growth in present 
and anticipated world capacity in pulp 
and board which raises questions of 
whether the basic position of the low- 
cost producer with abundant low-cost 
pulpwood — and particularly the mar- 
ket producers of pulp and board — has 
not been weakened. This question has 
been further complicated by new pulp- 
ing and manufacturing techniques which 
threaten manufacturers relying on pulp- 
wood as a basic raw material. 

Several other problems, such as com- 
petition in paper packaging from other 
media and the entry of non-paper firms 
into the paper industry, also raise a po- 
tential pricing threat. 
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Offsetting these unfavorable develop- 
ments are some favorable factors which 
tend to benefit certain producers while 
weakening others. These includes new 
products from research, new manufac- 
turing techniques, possible use of paper 
in new and expanded fields, and possi- 
bility of developments in wood chemistry 
opening up vast new markets. 

On balance, it appears that these fac- 
tors tend to favor either the fully inte- 
grated producer or the non-integrated 
converter of paper products. It seems 
very likely that the market producer of 
pulp or board will be at a severe disad- 
vantage and that companies with the 
ability to use or sell all of their product 
will fare the best. In any event, the 
problems raise the question as to whe- 
ther certain producers deserve to sell at 
the multiples currently accorded them 
by the investing public. 


Growth of Present and Anticipated 
Pulp and Board Capacity 


Pulp — The following table shows 
that market pulp as a percentage of the 
entire U. S. market pulp consumption 
has been declining due primarily to 
growing integration of the U. S. paper 
industry. To combat this trend, most 
major U. S. market pulp producers have 
tried to promote exports (this has been 
particularly true of such pulp producers 
as International Paper and Rayonier). 


Market Pulp as % Total U. S. Pulp Market 





Total U. S. Market Market as 
Year Pulp —, en Pulp % Total 
C!s 13.25 2.51 19% 
LS are 13.64 2.33 Li 
en 19.03 2.42 13 
er 21.45 2.89 13 
ae 23.00 3.02 13 
i) es 22.54 2.75 12 
7 22.51 2.52 12 
LS nei 24.00 —_ _ 


However, it appears that if present 
expansion plans (as announced by the 
F.A.0.) for pulp capacity — particu- 
larly in Scandinavia and to a lesser ex- 
tent in under-developed areas — ma- 
terialize between now and 1965, there 
will be an over-supply of market pulp of 
the magnitude of 2-214 million tons by 
1965. These plans for expanding ca- 
pacity, particularly in Scandinavia, arise 
from the fact that the Scandinavian na- 
tions have resurveyed their forest re- 
sources on a pulpwood cycle instead of 
a saw-timber cycle and have found wood 
resources more adequate than thought 
in the past. As a result, they have an- 
nounced a very ambitious wood pulp 
expansion program. Although it is 
doubtful that all these planned increases 
will come about (they may have been 


announced for propaganda reasons), 
even assuming that one third to one half 
of these increases come about, there will 


still be apparent excess pulp on the world | 


market of perhaps 1-114 million tons 
even assuming no further increases by 
either North American or Iron Curtain 
producers. 

This situation is further complicated 
for the traditional U. S. market pulp 
producers by the very fast growing trend 
in use of saw mill waste as a replace. 
ment for low-cost pulpwood (e.g. even 
such a well-situated pulpwood owner as 
Union Bag feels that saw-mill waste may 
account for as much as 30% of their 
total wood requirements over the next 
ten years). 

These factors seem to indicate that 
low-cost wood owners and market pro- 
ducers of pulp should aot count on 
either increasing U. S. demand or for- 
eign demand to provide expanding mar- 
kets in the next five years. Furthermore, 
any present pulp producer with excess 
production should probably seek or 


build captive capacity if able to do so / 


rather than depend on increasing U. S. 
or world demand to solve current over- 
supply problems. It also indicates that 
the non-integrated market buyer of pulp 
will be at no apparent disadvantage. 
Board — In the last decade, the great- 
est growth in over-all production and 
profits has come from the low-cost pro- 
ducer of board. While it is still true 
that both growth in product demand and 
in profits will probably accrue to the in- 
tegrated producer with captive capacity 
for his own board, the market producer 
of board, because of growing integration 
within the industry, will probably face a 
declining market over the next several 
years. While no over-all statistics on 
market board as a per cent of total board 
produce are available, it has been esti- 
mated that the percentage of total con- 
tainerboard sold as market board has 
declined in the last five years from per- 
haps 50% to 35%, and it is generally 
felt in the industry that this share may 
go down to 15-20% over the next five 
years, Over the past 10 years, we believe 
that mergers and acquisitions have re- 
moved over 1 million tons of market- 
board from the market place. This in- 
tegration trend was perhaps started by 
the Hinde and Dauch-West Virginia mer- 
ger. Other major combinations have 
been various acquisitions by Container 
Corp., the Mead Corporation, and St. 
Regis in addition to the mergers of 
Owens-Illinois-National Container. 
Crown-Zellerbach-Gaylord, Hoerner-Wal- 
dorf, Weyerhaeuser - Kieckhefer, Eddy, 


and very recently, Union-Bag-River 
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Raisen. We believe this erosion in de- 
mand will continue and, as a result, large 
producers will be at a severe disadvan- 
tage unless they take steps to secure out- 
lets for this board. International Paper 
will be at a particular disadvantage since 
they operate under a consent decree of 
June. 1957 forbidding them to acquire 
any competing paper or board converter 
for 10 years. However, all major pro- 
ducers of market board will apparently 
be faced with selling on a continually 
shrinking market. 

Bleached paper and board — The 
heavy recent expansion in white papers 
generally has seen a growing emphasis 
on the part of some producers for cap- 
tive markets and distribution through 
integration with converters of all sorts 
— particularly envelope, label, and 
specialty packaging manufacturers. In 
the past, these mergers had been concen- 
trated in shipping containers; however, 
it now looks as though the non-integrat- 
ed producer of white papers may face 
some problems in the past associated 
with the market producer of unbleached 
paper and board. 

Manufacturing Changes — There ap- 
pears to be a reversal of a long-range 
trend in tissue manufacture evident in 
the establishment by Crown and Kim- 
berly-Clark of small tissue mills close to 
markets without an integrated pulp mill 
nearby; this may indicate a_ trend 
towards more of these smaller mills 
rather than big mills located close to 
pulpwood. At the present time, this de- 
velopment is apparently advantageous 
only to highly processed consumer tis- 
sue producers with steady mass mar- 
kets. Nevertheless, it may extend to other 
paper producers. Scott has apparently 
perfected a smaller low-cost paper ma- 
chine for tissue manufacture, which may 
also change existing patterns. 

Competition from other packaging 
media — Growth in packaging will be 
difficult at best over the next decade. In 
the early 1900’s, some 40% of paper 
produced in this country was for pack- 
aging. By 1939, this share had increased 
to 60% and in the last 20 years has re- 
mained in the 55-60% range. During 
this period, wrapping paper has declined 
quite sharply but this has been offset by 
growth of shipping containers, special 
foodboard and sacks in super-markets, 
despite a decline in traditional grocers’ 
bags. 

In the last few years, competition 
from polyethylene and other plastics, as 
well as bulk handling, has made serious 
inroads into markets formerly preempted 
by paper. Comparisons of prices for 
these media show that paper still has a 
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Approximate Cost Data 
Paper vs. Films and Foils 


(Approximate prices from 1959 lists based on volume orders) 


Material 


Glassine 
Bleached 25 lb. __. 


Lacquer coated, heat-moisture proof 


Waxed Paper 

Bread Wrap—39 lb. 

Liner grade—29 Ib. - 
Cellophane 

Moisture-proof, Heat sealing 
Cellophane Acetate 

a i 2 

Extruded (1 mil.) __ 
Polypropylene (1 mil.) 
Polyester Film, (1 mil.) - 
Polyethylene 

Low density (1 mil.) - 

High density (1 mil.) _ 
Saran (1 mil.) - 
Alum. Foil (unmounted) 

0.00035 

0.001 


Yield, sq. in. Cost per 

Cost per lb. per lb. sq- inch 
$0.248 17,280 $0.014 
0.455 15,428 0.030 
0.23 11,080 0.021 
0.283 14,897 0.019 
0.62 19,500 0.032 
0.93 22,000 0.042 
0.74 22,000 0.034 
0.93 30,700 0.030 
2.25 20,000 0.112 
0.56 30,000 0.019 
0.74 29,000 0.026 
1.08 16,300 0.066 
0.825 29,300 0.028 
0.69 10,250 0.067 





price advantage over most competing 
media ex-polyethylene (see table above). 
However, competition from other media 
will keep over-all growth in paper pack- 
aging at a lesser rate than would other- 
wise be possible. 

Entry of non-paper firms into the pa- 
per industry — The entrance of non-pa- 
per firms into the paper industry has 
raised the question of whether these 


firms will price paper products to move 
other products more important in that 
company’s own profit picture. Examples 
of such combinations in recent years 
have been American Can with Marathon 
and Dixie, Continental Can with Robert 
Gair, Owens-Illinois with National Con- 
tainer, and particularly Procter and 
Gamble through Charmin Paper. This 


trend toward acquisition of paper pro- 
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«Poston Fund 





MASSACHUSETTS INVESTORS 
GROWTH STOCK FUND 








Massachusetts Investors Trust 


Century Shares [rust 








CANADA GENERAL FUND 


LIMITED 





NEW YORK 
61 Broadway 





- A prospectus relating to the shares of any of these separate 
investment funds may be obtained from authorized dealers or 


VANCE, SANDERS & COMPANY, INC. 
111 DEVONSHIRE STREET 
Boston 9, MASS. 


CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 
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ducers by other companies outside the 
industry will in all likelihood continue. 


Recent developments influencing the 
outlook for the 1960’s have not been all 
unfavorable. Some highly significant de- 
velopments could help the industry in 


Favorable Developments 


the 1960's. 








a or 
Dri-GContinental 


i 
(7 
Corporation 


A Diversified Closed-End 
Investment Company 


First Quarter Dividends 
Record Date March 18, 1960 


30 cents a share 


on the COMAMON STOCK 
Payable April 1, 1960 


67% cents a share on the 
$2.70 PREFERRED STOCK 
Payable April 1, 1960 


65 Broadway, New York 6, N. Y. 




















Dividends paid on the Common Stock continuously 
for half a century —always earned —never reduced. 


ELECTRIC COMPANY 


Serving one of America’s 
Great /ndustrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12% a share on the 
42% Preferred Stock, Series B; $1.00 a 
share on the 4% Preferred Stock, Series C; 
and 25 cents a share on the Common Stock, 
have been declared for the quarter ending 
March 31, 1960, all payable April 1, 
1960, to holders of record at the close 
of business on March 15, 1960. 


J. THEODORE WOLFE, President 


BALTIMORE GAS AND 











West Penn 


Electric Company 


(Incorporated) 


Quarterly Dividend 


on the 


COMMON STOCK 


4?! 2€ PER SHARE 


Payable March 31, 1960 
Record March 11, 1960 
Declared March 2, 1960 











WEST PENN ELECTRIC SYSTEM 

Monongahela Power Company 

The Potomac Edison Company 
West Penn Power Company 
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Summary of Price Earnings Ratios 
Representative Paper-Pulp Companies 


Recent Indic. 

Price Div. 
International Paper _. 114 $3.00 
Crown Zellerbach —.__. 48 1.80 
Sart: Rewis: 2 44 1.40 
Union Bag-Camp ___...._ 37 1.50 
Mead Corp. .....__._........... “42 1.70 
West Virginia! _......_. 44 1.20 
Champion? _. 38 1.20 
Riegel i tL 1.20 
=. ©. Warren... 72 1.80 
meOnIer | Be .80 
Weyerhaeuser. —tis39 1.20 
eels Sper OS 2.20 
Kimberly Clark? _... ss 66 1.80 
Lily-Tulip = . oT 1.00 


‘Year ended October 31. 
“Year ended March 31 of following year. 
®Year ended April 30 of following year. 


Approx. 
Price-Earnings Rat: » 

1959 Est. 1960 1959 1960 

Earnings Earnings Earnings Earnin: 

$6.25(Est.) $6.50-75 ieex  iT:2x 
2.76 3.00-10 17.2 15.6 
3.00 3.15-25 14.8 13.9 
2.57 2.70-80 14.4 13.4 
2.66 3.00-25 15.8 13.4 
2.21 2.65-80 19.9 16.2 
2.25 ( Est.) 2.80-3.00 16.8 13.1 
1.97 2.80-3.00 18.1 12.1 
4.60 5.50-6.00 15.6 12.5 
2.35 1.90-2.00 9.7 11.0 
2.00 1.80-2.00 19.5 20.0 
3.08 3.35-40 24.4 22.4 
3.50 ( Est.) 3.70-90 18.8 1 ay al 
2.15 ( Est.) 2.25-40 26.4 24.8 





New products from research — The 
most significant developments seems to 
be extensible paper. Use of this paper 
with built-in stretch is currently in the 
growing pains stage. Ultimately, how- 
ever, the characteristics of stretchable 
paper should broaden its uses and it 
may well go outside the bag field where 
now centered. Other significant develop- 
ments have been made in use of paper 
with polyethylene, foil, and coatings. Its 
uses in traditional textile products have 
also been growing rapidly and it seems 
likely that paper products will be found 
increasingly in the construction field 
alone or with other materials. Both pro- 
cessed hardboard and honeycomb offer 
great advantages here. 

In addition to new products and mar- 
kets opened by research, the aforemen- 
tioned changes in manufacturing tech- 
niques (small mills located close to mar- 
kets and new pulping) offer strong 
plusses as well as minusses. 

Possibilities through Wood-Chemistry 
— It is expected that some very signifi- 
cant advantages may be achieved in 
learning the basic chemistry of wood and 
discovering possible new volume uses of 
its by-products such as lignin. All the 
large paper companies and particularly 
timber companies like Weyerhaeuser are 
apparently giving much attention to this. 

Export Markets — There is undoub- 
tedly a large growth potential in paper 
consumption in Europe and other for- 
eign areas. While it is problematical 
whether American companies will be 
able to participate in growth because of 
local and Scandinavian supply sources 
and the propensity of these countries to 
favor domestically-owned enterprises, 
nonetheless the potential is there, Im- 
provements in pulping techniques have 
made possible use of new fiber sources 
such as bagasse and previously neglected 


wood species. It is also quite likely that 
American companies will participate 
abroad as partners rather than as sole 
proprietors, but there is nevertheless a 
great potential in areas outside the U. S. 
WALTER P. STERN 
BURNHAM AND COMPANY 


A A A 


e Fiduciary Income Tax Form 1041 will 
no longer be mailed by the Internal Rev- 
enue Service, in order to save costs. Tax- 
payers required to file this return may 
obtain copies from their local District 
Director. 


TEXAS GULF 
SULPHUR 
COMPANY 


154th Consecutive 
Quarterly Divitend 
The Boad of Directo’s has decla‘ed a 
dividend of 25 cents pe; share on the 
10,020,000 shares of the Company's 
capital stock outstanding and entitled 
to receive dividends, payable Ma. ch 15, 
1920, to stockholders of record at the 
close of bus.ness Feb. vary 29, 1950. 
E. F. VANDERSTUCKCN, JR., 
pecretary. 














NATIONAL 


BATTERIES, INC. 
Manufacturers of a complete 
line of automotive, industrial 
and military storage batteries 
plus motive specialties. 


A REGULAR 
QUARTERLY DIVIDEND 
of 50c per share on 


Common Stock, was de- 
clared by the Board of 
Directors on January 18, 
1960 payable March 15, ~ 
1960 to stockholders of 
record on March 2, 1960. 
—— A. H. DAGGETT 
President 


ST. PAUL, MINN. 
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BALTIMORE GAS and ELECTRIC COMPANY 


1959 ANNUAL REPORT 


Copies of our 1959 
Annual Report are 


available upon request. 


1959 was the Company’s best year to date, closing out a 
decade in which our plant investment, our revenues and 
our net income were all more than doubled. Our sales in 
kilowatt-hours of electricity and cubic feet of gas reached 
new highs in 1959, the steel strike having had relatively 
little effect on our business. 


In November 1959 our common stock was split two 
shares for one and stockholders were mailed certificates 
representing an additional share for each share held. On 
the basis of average shares outstanding, adjusted for the 
split, earnings per share for the year were $1.41 compared 
with $1.19 in 1958. 


Prior to the split, the quarterly dividend on the common 
stock was increased from 45 cents to 50 cents a share 
beginning with the payment on October 1, 1959. The 
new rate is equivalent to 25 cents quarterly, or $1.00 a 
year on each split share. 


Total operating revenues increased 10%, or $15,530,000 
in 1959, of which $5,425,000 resulted from the higher 
electric, gas and steam rates which were in effect the full 
year as against only part of 1958. Total operating 





HIGHLIGHTS 


show clearly— 


GROWTH ana 
STABILITY 


expenses were up $11,957,000 or 9%, principally because 
of higher taxes and the cost of supplying the additional 
electricity and gas sold. Continued improvement in the 
efficiency of our operations helped temper the effect of 
higher wage rates and other rising costs. 


(NVIVUUUUUIOUUUVO00N00000L00000000000000000000000000 0 


The amount of new business obtained in contracts with 
industrial and commercial customers approached the 
high level of 1958. The number of residential customers 
added exceeded the number acquired in 1958. The esti- 
mated annual revenue to be realized from all new business 
secured in 1959 is greater than that from any prior 
year’s acquisitions. 


The Baltimore area, with its excellent port and trans- 
portation facilities, its high degree of economic diversi- 
fication, and its nearness to the Nation’s capital, as well 
as to other major markets, continues to enjoy sustained 
industrial growth. This, coupled with a rate of population 
growth well above the national average, furnishes the 
basis on which we project continued substantial growth 
of our Company’s business in the years ahead. 





























PRESIDENT 
1959 1958 
Total Operating Revenues .................. $168,958 ,000 $153,428,000 
Total Operating Expenses. ..........sceeee0. $141,694,000 $129,737,000 
Total Utility Operating Income ............. $ 27,264,000 $ 23,691,000 
id ee eae cian had chine xed @ 6 $ 20,966,000 $ 17,925,000 
“Earnings per Share of Common Stock ....... $1.41 $1.19 DIVIDENDS PAID 
Orr ere $0.95 $0.90 
Construction Expenditures ................. $ 37,943,000 $ 39,947,000 Fe Cee 
Utility Plant at Year-End .............eee0. $527,036,000 $494,318,000 STOCK CONTINUOUSLY 
II i cincckwadndeweseaaiekaw 535,739 525,193 
ME 445.664 0s send ak bn de Aoeeaees 388,765 380,891 FOR HALF A CENTURY 
* Adjusted for two-for-one split of Common Shares in November 1959. ALWAYS EARNED— 
NEVER REDUCED 





Baltimore Gas and Electric Company 
Seattle Pultic Librery 


Baltimore 3, Maryland 
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Our experienced Trust Organization} ' 
provides: : 



































O ANCILLARY ADMINISTRATION of California assets in estates yo 
of non-resident decedents. Fees as per statute. th 

B 

© HOLDING TITLE to Southern California real estate with or 
without the added duties of management. Reasonable fees to be n 
fixed by agreement. th 

r¢ 

© SERVICING of real estate loans in Southern California for banks rs 


and insurance companies. Reasonable fees to be fixed by agreement. w 


O SECURING APPROVAL of current trust accountings from i 
beneficiaries residing in Southern California. We are happy to do a 
this without charge. 


Your inquiry 


gpaueem CALIFORNIA BANK |[E 








MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
629 SOUTH SPRING STREET: LOS ANGELES 14, CALIFORNIA 


| 
COMPLETE TRUST SERVICE FOR INDIVIDUALS AND CORPORATIONS. | 
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REASON VS. PREJUDICE 


Congress has now been in session for 
two months without resolving the con- 
flict over the 414% interest rate on gov- 
ernment bonds of five or more years 
maturity, but there were signs of com- 
promise in the early March announce- 
ment of the House Ways and Means 
Committee’s endorsement of a bill de- 
signed to circumvent objections of stub- 
born supporters of the old rate. 

It is unfortunate that a matter as im- 
portant to the nation’s financial health 
as this one should have been snarled 
for months in a combination of unsound 
economics and partisan politics. If it 
were not so serious, it would be amusing 
to read the Committee’s minority opin- 
ion that “wrong-headed policies” are to 
blame for the Treasury’s predicament 
and that “a return to proper monetary 
management would bring about lower 
rates both on short term and long term 
securities.” 

It would no doubt be heretical to sug- 
gest that our legislators read recent re- 
marks of Woodlief Thomas, adviser to 
the Governors of the Federal Reserve 
Board, at a mortgage banking confer- 
ence at New York University, in which 
he discussed why the government can- 
not control interest rates. He pointed out 
that, although volume of Treasury bor- 
rowing does affect rates, the Treasury 
actually has little or no control over the 
general level of interest rates or even 
what it must pay for its own borrowings. 
It must compete with other borrowers 
and meet rates determined by the bal- 
ance of total demands vs. total savings 
available for investment. Mandatory ceil- 
ings, he pointed out, simply make it im- 
possible to borrow in the market if they 
are below the going rate. Additionally, 
Mr. Thomas remarked that the excessive 
issuance of short-term securities has in- 
creased the economy’s liquidity, prevent- 
ing the Treasury from adopting debt 
management policies which would con- 
tribute to maintenance of 
growth. 

As now drawn, the compromise bill 
fails to remove the rate ceiling but it 


sustained 
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provides two tortuous means of evading 
it; namely, by offers to exchange for 
outstanding issues new long bonds with- 
in the 444% limit at discounts giving a 
competitive yield; and by permitting the 
President “when in the national inter- 
est” to issue not more than 2% in 
amount of outstanding federal debt each 
fiscal year in long bonds at any interest 
rate, with carryover of any unused por- 
tion for two fiscal years. A rate above 
414% would also be permitted on spe- 
cial bonds sold to government trust 
funds and the ceiling on Series E and 
H bonds, now carrying 334% interest, 
would be removed. 

Regardless of whether interest rates 
rise during the year or whether the peak 
has already been passed, as some ob- 
servers believe, the Treasury would prob- 
ably welcome the opportunity at this 
time to space out its top-heavy debt posi- 
tion by selling long bonds which the 
legislative stymie has prevented. There 
is evidence of some ebb in inflationary 
psychology which for so long dominated 
the thinking of the market place and the 
decline in the stock market would seem 


to suggest that government bonds with 
attractive coupons would find a good to 
enthusiastic reception from many uncer- 
tain holders of stock profits. 

If the compromise bill finally comes 
to a vote in the House, it is majority 
opinion that it will pass but its fate 
in the Senate is still uncertain. The easy- 
money advocates are determined to pun- 
ish the Federal Reserve and the Admini- 
stration, even though the limited free- 
dom of action possible under the pro- 
posed legislation would probably prove 
ineffective in meeting rapid market 
changes and would be more expensive, 
too. The subject has already been a 
political football for too long. It calls 
for prompt and statesmanlike settlement. 


EDUCATIONAL EQUITIES SURVEYED 


The endowment funds of 68 educa- 
tional institutions held 56.6% of total 
assets in diversified common stocks at 
June 30, 1959, with 30% in bonds and 
only 2.6% in preferred stocks. Includ- 
ing college plant, these funds represent- 
ed over $3.9 billion at market valuation, 
according to a recent survey by the 
Boston Fund, Inc. 

The average equity portion shown by 
the survey is approximately in line with 
those of the past few years but the 
changing pattern of some funds whose 
composition from 1955-59 is presented 
traces divergent policies. Such colleges 
as Cornell, Dartmouth, Hamilton, Mount 
Holyoke, Pomona, Tufts and Tulane 
held fewer common stocks at the 1959 
report date than in 1955. On the other 
hand, Brown, Cal Tech, Carnegie Insti- 
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tute, Catholic University, DePauw, Johns 
Hopkins, Oberlin, Pittsburgh, Pratt In- 
stitute, Princeton, Rice Institute, Swarth- 
more, Vassar and Washington and Lee 
had in the interim raised their equity 
proportions substantially. 

In default of detailed information on 
additions to the funds and other perti- 
nent data, these percentage changes can 
only be rough indicators but one might 
hazard an observation that the medium 
to smaller-sized endowments tend to 
hold equity positions more tenaciously, 
or allow them to ride with advancing 
market prices, while the large units with 
continuing supervision are more flexible 
in holding positions closely to limits de- 
termined by their directing boards from 
time to time. With the abrupt decline in 
bond prices in the last half of 1959 and 
the intervening upheaval in stock prices, 
reports at the end of the current ac- 
counting year should reflect some de- 
cisive shifts in portfolios. 

The extremes in stock percentages run 
from Ohio State with 98.5%, for which 
there may be some unstated special rea- 
son as a state institution, down to Grin- 
nell with only 18.9%. There are 28 
funds in the 50%-60% range, 17 be- 
tween 60%-70%, 13 in the 40%-50% 
group and seven at 70% or above. 

From a compilation of 63 funds with 
total market of $3.5 billion at report 
date, the ten top stockholdings, based 
upon total market value, with a range of 
$84.9 million to $21.3 million, are: 
Standard Oil (N.J.), Eastman Kodak, 
DuPont, IBM, General Electric, Texaco, 


General Motors, Christiana Securities, 
Standard Oil of California and Amer- 
ican Telephone and Telegraph. 

It has become increasingly the prac- 
tice to use outside investment supervi- 
sion, either with or without cooperation 
of the trustees or an investment com- 
mittee thereof. As reported in this col- 
umn, a survey* of 200 selected institu- 
tions by the United States Department 
of Health, Education and Welfare found 
$50 million the dividing line for main 
tenance of an investment staff in 19 
colleges but that 68 others used counsel, 
49 called on banks or trust companies 
and 64, less than one third, depended 
solely upon their boards. 


AT&T Apps EQuitTIEs 


The 1959 annual report of the Amer- 
ican Telephone and Telegraph Co. shows 
that its $3.1 billion employee pension 
and retirement fund made more pro- 
gress during the year toward its goal of 
10% of total assets in common stocks. 
In 1958, the first year in which equities 
were eligible, Bankers Trust Co. of New 
York, trustee managers of the world’s 
largest privately administered fund, ac- 
quired some $34 million of stocks. At 
the 1959 year-end it had raised this fig- 
ure to nearly $125 million, or about 4% 
of the total. 

The $90 million rise in stocks means 
that one-third of the year’s $275 million 
increase was invested in the stock mar- 
ket. The bond accounts, while rising in 
total figures, remained relatively un- 


*T&E, Sept. 59, p. 872. 





earnings and dividends. 
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An Extensive Report on 


TELEPHONE 
From Goodbody & Co. 


AT&T’s stock split and dividend increase was perhaps the most 
important financial development of 1959. Our Research Depart- 
ment has published a comprehensive study of TELEPHONE, 
discussing the new and important factors which will affect future 


The Study puts special emphasis on the decline in AT&T’s need 
for outside financing, and comments on the company’s depreci- 
ation accounting policy, debt-equity ratio, and growth in net 
earning power. Our estimates of earnings through 1961 are given, 
and relevant financial and operating statistics are presented. 

For your copy of this important Study, simply write to 


GOODBODY & CO. 


ESTABLISHED 1891 
Members of leading Stock and Commodity Exchanges 
HOME OFFICE 2 BROADWAY, NEW YORK 4 
MIDTOWN OFFICE 60 EAST 42ND STREET, N. Y. 17 
BOSTON OFFICE 125 HIGH STREET, BOSTON 10 
OFFICES IN 39 CITIES 








changed percentage-wise, public utilities 
leading with 34.5%, followed by indus. 
trials at 22.3% and 19.8% in telephone 
bonds. Government bonds remained 
steady with $120 million, a mere 3.9% 
of the total. Preferred stocks and mort. 
gages are not permissible investments 


for the fund. 


Back TO FUNDAMENTALS 


The sobriquet “the dismal science” 
has doubtless deterred countless stu- 
dents, particularly in secondary schools, 
from exploring the mysteries of econom- 
ics. Even at the university level, its teach- 
ing has far too often been on a theoreti- 
cal plane rarely tied in with everyday 
living. Result: widespread economic illit- 
eracy, according to President Keith 
Funston of the New York Stock Ex. 
change in a recent speech to the Na. 
tional Association of Secondary School 
Principals in Portland, Oregon. 


When citizens know that government, 
unless it resorts to the printing press, 


has no source of money other than its} 


credit and tax receipts, there is likely 
to be greater insistence upon sound fis- 
cal policies. Both Mr. Funston and the 
Exchange deserve commendation for re. 


stating the fundamentals of what should | 
be a nation-wide educational campaign | 


to make economics a slice of life and a 


shield against domestic crackpots or | 


foreign propagandists. 
AAA 


TREMAN NEW PRESIDENT OF BANK 
Fipuctary Funp 


Charles E. Treman, Jr., president, 


Tompkins County Trust Co., Ithaca, has } 


been elected president of the Bank Fidu- 
ciary Fund. The Fund organized in 1955 
by the New York State Bankers Associa- 


tion as the first mutual trust investment * 


company in the United States for trusts, 
estates and guardianships administered 
by banks in the State. 


On January 31, 1960 the market value 
of the Fund amounted to $8,190,501. 
The shares, held by 49 banking institu- 
tions, sold for $100 each in 1955 and 
for $105.77 on January 31, 1960. The 
quarterly dividend declared was $1.065 
per share. 


AAA 


e Dale Brown, retired assistant vice 
president of National City Bank of 
Cleveland has been honored by the Fi- 
nancial Public Relations Association by 
being elected a life member. Only 11 
others in the country hold a_ similar 
honor. Brown was FPRA president in 
1945-46. 
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SOUP, SNAILS, & SECURITIES... 


What more enjoyable way to begin an evening in town than 
to dine at one of New York’s fine restaurants! Order wisely 
and well...then sit back and relax. Unworried leisure is an 
essential ingredient in the art of good living. A And where 
does the Trust Company stand in this gay gastronomical 
gambit? We'll come right to the point. We manage their 
securities in an Investment Advisory Account. And that 
may account, in a large measure, for the “unworried 
leisure” prescribed above. A When First National City 


FIRST NATIONAL CITY TRUST COMPANY, 


Trust watches over your stocks and bonds you can relax 
and enjoy life. Our Investment service will also enable you 
to devote more time to your own occupation, leaving the 
complex, time-consuming job of investing to us. After all, 
that’s our specialty ...and our skill is widely acknowledged. 
This is a complete advisory and safekeeping service. 
A If you would like an excellent recipe for successful in- 
vesting, just write or call for a copy of “How To Get The 


Most Out Of Your Investments”. No obligation, of course. 


292 WILLIAM STREET, NEW YORK, N. Y. 



















HEN STOCKS OF GENERALLY RECOG- 
Wie quality are selling at his- 
torically high multiples of reported 
earnings, there is more incentive to seek 
out more obscure issues that may be 
more favorably priced. 

Inasmuch as there are over 1000 is- 
sues listed on the New York Stock Ex- 
change and some 300 industrial com- 
panies with total assets of $99 million 
or more, the field of selection is very 
wide whether the basic criterion of se- 
lection be N. Y. Stock Exchange listing 
or minimum size. 

There are, of course, many growing 
companies with common stocks traded 
on other exchanges or over-the-counter 
and with substantial assets below the 
$99 million dollar mark. 

A process of selection, whether it be 
applied to common stocks or otherwise, 
involves a succession of steps if it is to 
be accomplished with reasonable ex- 
penditure of time. The first step, which 
can be designated as screening, is pre- 
liminary to succeeding steps that will 
refine progressively the selection for the 
specific ends in view. 

We are concerned here with how to 
effect screening of common stocks to 
identify companies that have growth po- 
tential because of present financial 
strength, the demonstrated ability to 
employ their resources profitably and to 
increase cash dividends to 
stockholders. 

There are other criteria of selection 
which might stress dividend liberality, 
potential rewards from new products 
and processes, technical market factors, 
etc., which are overlooked in the particu- 
lar format of screening measures here 
suggested. 

In addition, there is included a meas- 
ure that incorporates market price. Any 
common stock that passes through all of 
the screens of quality, should also meet 
a screening test of reasonable market 
price. 

It must be re-emphasized that all the 


common 
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CORPORATE FINANCE ANALYSES .. . 


O. ROGERS FLYNN, Jr. 


Graduate School of Business, Columbia University 


suggested measures are preliminary and 
that they relate only to industrial stocks 
and are not applicable to stocks of pub- 
lic utilities, railroads, banks or other fi- 
nancial institutions. 

Individual issues that pass prelimin- 
ary screening may be rejected upon 
further investigation so that the ability 
to meet the norms of the first step of 
selection does not constitute a recom- 
mendation for purchase. In addition, it 
must be pointed out that among the 
many issues that pass the preliminary 
screening there may be a fairly wide 
range of choice. The fact that an indi- 
vidual issue does not pass preliminary 
screening tests is by no means conclusive 
evidence that it may not richly reward 
present purchasers. Bonanza factors, un- 
related to past performance or present 
financial position may produce glowing 
future results. However, such factors 
will defy systematic steps of selection 
and we are concerned here with an 
orderly process that eliminates not only 
the obviously unfit, but also the common 
stocks of questionable suitability. 


Recognition of Time Limitations 


Detailed analysis of individual com- 
mon stocks is a time consuming process 
and many accepted analytical proced- 
ures fail to disclose sufficient significant 
facts to justify the time spent. Particu- 
larly time consuming is the preparation 
of detailed annual figures for a long 
span of past years. The predictive value 
of past performance declines as we reach 
further into the past. Many companies 
have changed their products and scope 
of operations so radically that year-to- 
year comparisons extending back more 
than five years produce data of question- 
able comparability with present opera- 
tions. Accordingly, for purposes of our 
screening format, we use only years 
1955 and 1959, a five-year comparison. 


Basic Data Required 
For the year ended in 1955 and 1959, 


SCREENING MEASURES FOR PRELIMINARY SELECTION 
OF INDUSTRIAL COMMON STOCKS 


we require (expressed in millions and 
tenths of millions of dollars) : 

Total current assets per statement 
(adjusted for any offsets to Federal in- 
come tax liabilities) . 

Total quick assets per statement which 
is the sum of cash, cash equivalents, (ad- 
justed for any offsets to Federal income 
tax liabilities) and trade receivables. 

Total current liabilities per statement 
(adjusted for any offsets to Federal in- 
come tax liabilities) . 

Total long term debt per statement 
including any minority interests but ex- 
cluding “computed liabilities” that is, 
liabilities that do not require outpay- 
ments of specified sums on specified 
dates, such as, “reserve for possible fu- 
ture Federal taxes on income.” 

Total ownership interest per statement 
which is the sum of capital stock ac- 
counts, other paid-in capital, retained 
earnings and surplus reserves. 

Total invested capital which is the 
sum of total long term debt and total 
ownership interest. 

Net income. 

Net income applicable to common 
stock which is net income less preferred 
stock dividend requirements. 

Dividends paid in cash on common 
stock. 

Interest and other long term debt costs. 

Net income plus 48% of interest and 
other costs of long term debt which 
represents net income as it would be 
adjusted if long term debt were replaced 
by common stock. 

Common dividend pay-out ratio which 
is common dividends expressed as 4 
percentage of net income applicable to 
common stock. 

Depreciation, etc., expense which in- 
cludes depletion and accelerated amor- 
tization of emergency facilities. 

Contractual security retirements which 
is the sum of serial maturities, fixed 
sinking fund payments, and preferred 
stock retirement (as specified in the 
certificate of incorporation). 
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Gross cash flow which is net income 
plus depreciation. etc., expense. 

Cash flow net of dividends and con- 
tractual security retirements which is 
gross cash flow minus the sum of pre- 
ferred dividends, common dividends, 
long term debt extinguishment and pre- 
ferred stock retirement. 


Screening Measures and 
Their Norms 

1. Dollars of current assets per dollar 
of long term debt. Norm is $1.55: $1.00. 

2. Dollars of quick assets per dollar 
of current liabilities. Norm is $1.00: 
$1.00. 

3. 5-year percentage increase in cash 
dividends. Norm is 30%. 

4. Dividend pay-out ratio. Norm is 
607. This is an inverse relationship in- 
asmuch as high pay-out ratios are less 
favorable than low pay-out ratios. 

5. Percentage rate of return on in- 
vested capital. Norm is 10%. This ratio 
is computed by relating “net income 
plus 48% of interest and other costs of 
long term debt” to “invested capital.” 

6. Cash flow, net of dividends and 
contractual security retirements as a 
percentage of invested capital. Norm is 
5%. This ratio measures the ability of 
a company to expand its resources after 
paying dividends and meeting require- 
ments to extinguish debt and reduce out- 
standing preferred stock. 

7. Percentage rate of return on the 
market’s valuation of invested capital. 
Norm is 6%. The ratio is computed by 
relating “net income plus 48% of inter- 
est and other costs of long term debt” 


to the sum of: the higher of market or 
face value of long term debt; the higher 
of market value, par, or redemption 
value of preferred stock: market value 
of common stock. 


Significance of the Measures 


The measures relating current assets 
to debt do not involve any problems of 
valuation as the book figures for cur- 
rent assets and debt can be related with- 
out adjustments for price-level changes, 
and non-current asset depreciation rates. 
Current assets, however, will vary with 
inventory valuation policies so that 
there will be some lack of comparability 
between companies using LIFO and 
companies using FIFO. 

There are numerous other ratios 
measuring financial strength including 
the current ratio. If we know the two 
ratios that have been selected, all other 
ratios of financial strength will be either 
superfluous or subordinate for the 
analysis of the position of the common 
shareholder. 

The ability to pay increased dividends 
connotes increasing earnings unless 
there is a marked increase in the divi- 
dend pay-out ratio. 

The rate of return on invested capital 
may decrease in the 5-year period (as 
has been the case with many highly 
rated companies) but if the norm is 
reached in the latest year, this screening 
test has been met. 

Cash flow, gross, has limited analyti- 
cal significance when there is substantia! 
extinguishment of outstanding long term 
debt. Net cash flow is a better measure 
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of growth potential from reinvestment. 

The relationship of income to market 
value is the reciprocal of the price earn- 
ings ratio. We favor using a rate of 
return on invested capital rather than 
a rate of return on common sharehold- 
ers capital in order to eliminate the 
greater leverage of increasing long term 
debt. As market values rise, any rate of 
return based upon market value will 
obviously decline. 

In the next issue, we will apply these 
measures to some common stocks of ac- 
cepted quality to check the suitability of 
the norms here presented. 


A AA 


Harris Trust Heads for 
Electronic Accounting 


Harris Trust and Savings Bank, Chi- 
cago, has unveiled a new Univac Center 
on its seventh floor, for which the Oper- 
ations Research Department has worked 
since 1953. The complete conversion of 
commercial account processing is being 
followed by trust department conver- 
sions. Many stock transfer account rec- 
ords have already been placed on mag- 
netic tape. The conversion of personal 
trust accounting is in the test run stage, 
and it is anticipated that both processes 
will be fully operative during 1960. 
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— End of Month Range for Period 
1960 1960 1959 1959-60 1951-58 
Feb. Sn Sh Mieb-kew High-Low 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. —......._._ ~ % 4.83 4.86 3.85 5.17-3.72 4.10-1.85  1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. —...___. % 4.78 4.85 3.87 5.10-3.87 4.12-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. __. % 4.57 4.78 3.88 4.91-3.86 4.01-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2s, 9/15/72-67 —__..._______. NX 4.29 4.52 3.82 4.68-3.77 8.86-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) : 
Victory 2%4s, 12/15/72-67 _.._____ N 4.19 4.40 3.76 4.59-3.76 8.83-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) ‘ 
314s, 1983-78 % 4.20 4.42 3.90 4.44-3.83 3.84-2.59 (b) (b) (b) (b) 
8s, 1995 % 3.88 4.00 3.67 4.10-3.65 3.68-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term —__--__-_-- 4.54 4.60 4.13 4.61-4.09 4.15-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ——____._.. % 4.67 4.77 4.21 4.78-4.20 4.31-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated iene Tan — .__.... % 4.91 4.94 4.40 4.95-4.39 4.51-2.87  3.28-2.67 3.39-2.78 9.238-3.35 7.71-4.91 
Baa Rated Long Term _._._-._-_. J 5.31 5.35 4.89 5.37-4.82 5.11-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term _._._.._-_-_ ss 3.39 3.47 3.11 3.65-3.06 3.45-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term —....__sss J 3.65 8.71 8.28 3.81-3.21 3.72-1.8T  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term ———____. =) 3.91 4.01 3.61 4.06-3.53 3.98-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term —...._...____... % 4.32 4.41 4.03 4.46-3.92 4.51-1.98  3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
CO —E % 4.78 4.82 4.38 4.85-4.36 4.68-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade - % 5.22 5.23 4.78 5.24-4.78 5.60-4.45  5.08-4.14 5.94-4.33 12.78-4.91 8.05-5.61 
Industrials—Low Dividend Series 
eS ee ee % 4.57 4.63 4.30 4.68-4.28 4.67-3.46 3.92-3.27(e) (e) (e) (e) 
Medium Grade __............._.. % 4.90 4.95 4.65 5.03-4.65 5.16-3.80  4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
ne OI oo a. 4.89 4.95 4.59 5.12-4.55 5.00-3.78  4.24-8.40(e) (e) (e) (e) 
EE EE Eee % 5.11 5.25 4.87 5.33-4.82 5.84-4.18  4.65-3.69(e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) —-—___.. $177.30 178.05 175.48 196.07-174.47 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) ——.___ 6.03 6.04 5.72 6.04-5.68 5.94-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields —..___ - % 3.40 3.39 3.26 8.40-2.96 6.79-3.63  7.29-3.20 7.71-38.56 10.13-2.59 6.21-3.19 (f) 
(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. (e)—Low Dividend Preferred Yield Averages in this series date from 
{b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. Jan. 2, 1946. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. (f)—125 Industrials Averages date from Jan. 1, 1929. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (g)—Dollars per share. 
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She would never design or operate this huge planer-miller; 
engineering is not her field. But it might be to her advantage 


to invest in a company that makes or uses it. 





Yet this act of investing calls for technical knowledge 





that compares in scope with that of the engineer. Facts and 
figures...imagination...judgment...authority to act—all 
these are essential in our management of invested funds. 
At the Trust Company, women find the knowledge and 
the personal counsel which their investment problems call 


for... policies shaped to their own requirements. 
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Why Did Trustmen 
Slight Mutuals? 


An almost complete unawareness at 
the recent Mid-Winter Trust Conference 
of the benefits that mutual funds can 
provide for trust accounts, particularly 
those in smaller departments, has 
puzzled the writer of this column. Never 
have we given unqualified endorsemen: 
to the use of funds. For the basic intent 
of the column is to report outstanding 
developments and trends and, based on 
a quarter century's contact with the in- 
dustry, also to attempt to indicate where 
trends may be leading. But this does not 
preclude observation of the failure of 
a trend to develop where it easily could. 

It need hardly be said that the prob- 
lems of beneficiaries vary and that the 
best solutions call for security portfolios 
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INVESTMENT COMPANY NOTES 


HENRY ANSBACHER LONG 


Much like a 
doctor compounding his prescription, 
the competent trustman formulates his 
procedure for investment of the funds 
of a particular account. Where the trust 
is small, where the trust department’s 
size does not warrant adequate staffing, 
particularly with the trend to greater 
equity investing, a well managed invest- 
ment company can provide all or part of 
the solution. There are many different 
funds of varying purpose, policy and 
portfolio composition. Thus, even larger 
trust departments with their own com- 
mon funds may find that at times they 
can better satisfy the particular invest- 
ment requirements of certain accounts 
by the selection of mutuals keyed to 
their individual problems. 

The Conference panel on Problems of 
Smaller Trust Departments gave scant 
recognition to the mutuals. Employment 
of the service of competent organizations 
such as Studley, Shupert Co., consulta- 
tion with large correspondent institu- 
tions and use of qualified advice from 
brokers were suggested as aids for hand- 
ling investment problems in the absence 
of a common fund. The problem of di- 
versification appeared to be glossed 
over, although of course, included was a 
statewide fund such as New York’s Bank 
Fiduciary Fund if available. Only one 
member of the panel admitted to the use 
of mutual funds and this was before his 
institution had its own common fund. 
Another member suggested fear of dele- 


of varying composition. 


gation and surcharge, although 24 juris- 
dictions specifically authorize the use of 
investment companies as trust invest- 
ments and we thought this rather an 
outmoded objection. Yet another panel 
member insisted that 
tion.” 

This latter charge was effectively an- 
swered by Charles F. Eaton, Jr., chair- 
man of the trustees of the two Eaton 
and Howard mutual funds, in his talk 
last fall before the Corporate Fiduciaries 
Association of Boston (T&E, Nov. 1959, 
p. 1129). Mr. Eaton emphasized that the 
corporate fiduciary and mutual fund 
were complementary. He said the funds 
provide a service well adapted to the 
building of capital and, as mentioned 
above, are particularly useful for rela- 
tively small trust departments and small- 
er accounts in absence of a common 
trust fund. His suggestion for “aggres- 
sive co-operation” between trust and in- 
vestment company _ institutions 
repetition here. 


“they're competi- 


bears 


Additional Proxy Rules 
Adopted by S.E.C. 


The Securities and Exchange Commis- 
sion has adopted additional rules relat- 
ing to solicitation of proxies with re- 
spect to investment companies. (Release 
No. 2978.) Before this, the funds were 
subject only to the same proxy rules as 
were applicable to companies in general 
under the Securities Exchange Act of 
1934. The new rules apply to proxies 
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solicited for the election of directors of 
the funds and to action to be taken by 
shareholders with respect to investment 
advisory contracts. The object is to more 
fully disclose information about the in- 
vestment advisor and its relationship to 
the fund whose portfolio it manages. 
Adoption of the new regulations was 
prompted in part by the large profits in 
management shares as evidenced by the 
prices paid for the stock of fund execu- 
tives in the recent rash of management 
siock offerings. Another stimulus was 
the problems highlighted by the Man- 
aged Funds case where management was 
derelict in its duties. 

The rules went into effect on March 4 
in order that they might apply to state- 
ments sent out for the annual meeting 
season. The investment company indus- 
try. represented by the Rules Committee 
of the N.A.I.C. strongly protested cer- 
tain sections of the proposed rules. Al- 
though satisfactory solutions were work- 
ed out to some of the funds’ objections, 
the Commission was far from compro- 
mised and the rules should prove most 
salutary. The most strongly protested 
proposal, publication of the investment 
adviser’s profit and loss statement, was 
dropped, but the requirement for a bal- 
ance sheet was retained. Other require- 
ments — all in solicitations relating 
either to election of directors of the in- 
vestment company or to action on the 
advisory contract — include the terms 
of the contract such as the rate of com- 
pensation of the adviser as well as the 
total amount of payments it received 
from the fund during its last fiscal year. 

A provision apparently directed at one 
of the chief trouble spots in the Man- 
aged Funds case states: “If any person 
is acting as an investment adviser of the 
investment company otherwise than pur- 
suant to a written contract which has 
been approved by the security holders 
of the company. identify such person 
and describe the nature of the services 
and arrangements, therefore.” Still other 
information is required in regard to the 
ownership and control of the investment 
adviser, interests of the management of 
the investment company in the invest- 
ment adviser and transactions by certain 
persons in the securities of the invest- 
ment adviser or its parents. Brokers re- 
lated in any way must be identified and 
total annual fees from the stated fund. 

Additionally, when action is to be 
taken on the management contract, ma- 
terial differences between this and the 
preceding contract must be spelled out. 
The following appears especially import- 
ant: “Describe any arrangements or 
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understanding made in connection with 
the proposed investment advisory con- 
tract with respect to the composition of 
the board of directors of the investment 
company or the investment adviser or 
with respect to the selection or appoint- 
ment of any person to any office with 
either such company.” 


Official reaction of the industry was 
expressed in the following statement by 
Herbert R. Anderson, president of the 
N.A.I.C. and also Distributors Group. 


“The N.A.LC., in the interest of its 
members and their shareholders, has 
always favored a policy of full disclo- 
sure of all relevant and material in- 
formation with respect to the opera- 
tions of investment companies. The 
new proxy rules... are in accord with 
that policy. Before issuing the new 
rules the S.E.C. gave careful consider- 
ation to the comments and opinions of 
our members. ... Although some mem- 
bers may not agree with all details of 
the new rules, the Association believes 
that they will prove generally work- 
able.” 


Battle Lines Drawn for 
First Mutual Proxy Fight 


The first important proxy fight in the 
recent history of the mutual fund indus- 
try was heralded at the end of February 
by the circulation of proxy solicitations 
for the election of two opposing factions 
as directors of the St. Louis based Man- 
aged Funds. The fund’s former manage- 
ment connections had been severed be- 
cause of violations of certain S.E.C. reg- 
ulations while further sale of its shares 
were suspended pending election of a 


new board of directors. The new Proxy 
regulations noted elsewhere in this col- 
umn will go far toward protecting in- 
vestors against infractions in the future, 
although no investor has suffered a 
dimunition in his holdings. 

Both contestants had made overtures 
originally last spring to the Managed 
Fund interests after the S.E.C. initially 
stepped in. The one, headed by Morris 
Townsend and Clinton Davidson and 
their Townsend Management Company, 
apparently had gained the inside track 
and bested Kenneth Van Strum’s Chan- 
ning Corporation. But a board newly 
constituted last November was unable to 
agree on policy, resulting in the resigna- 
tion in rapid succession of five of its 
nine members. Resignations were trig- 
gered in part by the four remaining 
favoring dissolution and merger of as- 
sets with the One William Street Fund, 
whose sponsors along with other fund 
groups had sought distribution and man- 
agement contracts. Townsend controls 
Fiduciary Counsel, Inc. and Estate Plan- 
ning Corporation with which Mr. David- 
son has been identified for many years. 


Life Company Tops 
List of New Fund Fare 


A closed-end investment company spe- 
cializing in life insurance stocks leads 
off the list of new funds presently being 
offered to the public. The First Boston 
Corporation is managing the underwrit- 
ing of 144 million shares of American 
Life Fund, Inc. priced at $20. Primary 
objective is capital gain through long- 
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term appreciation of such stocks. Man- 
agement points out that investment of 
its $23 million advantageously may take 
a year or more and in the meantime un- 
invested balances will be placed in short- 
term U. S. governments. The company 
may return to the market for additional 
capital from time to time, but intends 
to maintain its status as a closed-end 
company. Management believes there 
will be a good over-the-counter market 
for its stock as many “fine firms” have 
indicated an interest in making a market 
in its shares. At the same time it does 
not want the trouble of building up a 
permanent national distributing com- 
pany. 

American Life Fund will employ In- 
surance Securities Incorporated as in- 
vestment advisor. Leland M. Kaiser, 
President and Chairman of the Execu- 
tive Committee of the latter since his 
group bought control in mid-1956, is 
also President of the new fund. Others 
on the board include John B. Connally, 
Fort Worth lawyer, J. Victor Herd, 
Chairman of the Boards, American Fore 
Insurance Group. Gilbert H. Perkins, 
Vice-Chairman, Chemical Bank New 
York Trust Co., and Alfred Jaretzki, Jr., 
New York lawyer and director of sev- 
eral other investment companies. Atten- 


tion is called to the slightly stepped- 
down management fee scale at the $100 
and $200 million asset levels (if ever 
reached) as advocated by Mr. Jaretzki 
in his recent Virginia Law Review arti- 
cle (T&E, Dec. 1959, p. 1230). 

Sampson Convertible Securities and 
Capital Fund, Inc. is being offered as an 
open-end non-diversified fund with pri- 
mary objective of long-term capital ap- 
preciation through investment of at least 
75% of assets at market in convertible 
bonds and preferred stocks. Acquisition 
cost will be 5% of offering price for 
purchases in amounts up to $10,000 and 
thereafter scaled down. Net assets cur- 
rently approximate the $100,000 re- 
quired for the initial offering of an open- 
end fund to the public at large. Fee for 
investment management and advisory 
services is scaled down from 1% per 
annum on portfolio valuation of $1 mil- 
lion to 44% per annum on assets exceed- 
ing $20 million. President of the con- 
vertible securities mutual and its advisor 
is Mirek J. Stevenson, presently a physi- 
cist with IBM. 

Naess and Thomas Special Fund, Inc., 
has been organized by the well-known 
investment counsel firm bearing the 
same name as an open-end non-diversi- 
fied mutual “to enable its clients to par- 
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ticipate in special situations.” The regi- 
stration states that initial offering price 
will be made at $10 per share and sub- 
sequently, of course, will be geared to 
asset value. There will be no sales loai 
or underwriting commission in the sale 
of shares. Ramsay Wilson of the counsel 
firm will serve as president of the fund. 


Variable Annuity Exemptions 
From Fund Act Published by SEC 


Decisions on exemptions from the In- 
vestment Company Act of 1940 request- 
ed by two stock variable annuity com- 
panies were issued by the S.E.C. late in 
February. These had been a matter of 
considerable concern to both the invest- 
ment company and insurance industries. 
Last September general counsel for the 
N.A.L.C., the fund trade group, had ap- 
peared before a hearing of the Commis- 
sion at which the Variable Life Insur- 
ance Co. of America and Equity An- 
nuity Life Insurance Co. had requested 
certain exemptions from the fund regula- 
tory measure under which they had been 
compelled to register following the Su- 
preme Court’s decision (T&E, Oct. 1959, 
p. 1040). 

In the structure of the stock variable 
companies, their variable contracts oc- 
cupy a position similar to senior securi- 
ties in relation to their own capital stock. 
Open-end or mutual funds are not al- 
lowed to issue seniors under the 1940 
Act. In granting an exemption, the Com- 
mission pointed out the difference in the 
characteristics of a variable contract, 
the protection of the insurance laws and 
the obligation of the companies to rein- 
sure risks on all life and disability con- 
tracts written. The latter two types of 
policies were ruled exempt from registra- 
tion. 

VALIC was allowed to establish an as- 
sumed pay-in period of 12 years and 
EALIC 10, or shorter if requested. In the 
case of both companies, the sales charge 
is 50% of the first year’s payments and 
under the Act, in the so-called contrac- 
tual type of periodic payment plan, the 
selling cost is limited to a 9% average of 
all payments. Decision was reserved 
on the reasonableness of administrative 
costs. Exemption was also granted to the 
necessity for placing net proceeds of the 
periodic payments in a separate trust 
or custodian account with a bank. Per- 
mission was also granted for a lower pub- 
lic sales price on group contracts sold to 
qualified pension or profit sharing plans. 

EALIC was denied authority, however. 
to make such lower contract prices for 
individuals who merely combine their 


(Continued on page 254) 
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1 2 3 4 5 6 7 8 9 10 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
POLICY Base (100): Bid Price 6/30/50 Net Investment 
For detailed explanation as to Dividend % o 
selection and interpretation of % common stocks, Current oo 
data see July 1959 issue, p. 690. 1 2/29/60 aver. month-end 
ower grade bonds & oltetn : 
g price 
preferred stocks 6/30/50 to Bid& Bid 
Pre-War 2/29/60 Cap. only Last 5-Yr. 
Recent 5-Yr.range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 72.3 95.6 201.8 193.3 152.7 3.03 3.29 
1 American Business Shares 59.5 59.5 48.6 74.2 97.5 150.3 147.4 104.4 3.30 3.47 1 
2 Axe-Houghton Fund “A” 60.4 64.3 49.4 63.1 96.3 206.0 196.2 128.6 2.23 2.64 2 
3 Axe-Houghton Fund “B” se Ti Gia 55.5 95.9 215.5 209.3 162.8 2.35 2.98 8 
4 Boston Fund 60.1 73.6 56.5 69.4 95.5 211.6 205.0 154.7 2.82 2.82 4 
5 Commonwealth Investment Co. 68.4 76.1 67.0 57.6 84.0 208.3 198.1 162.7 2.71 2.98 5 
6 Diversified Investment Fund, Inc. — 72.3 743 65.8 — 88.0 212.2 199.0 156.1 38.22 3.94 6 
7 Eaton & Howard Balanced Fund 65.38 70.9 59.9 67.0 96.3 203.4 193.5 162.4 2.88 2.91 7 
8 Fully Administered Fund (Group Securities) 69.7 78.9 68.3 87.0 96.4 168.8 156.7 126.0 3.59 3.72 8 
9 General Investors Trust —... » 55.4 81.9 655.4 91.7 97.2 203.0 196.8 137.6 3.56 3.68 9 
10 Investors Mutual 71.5 71.6 63.6 — 96.3 195.2 185.4 165.3 3.10 3.46 10 
11 Johnston Mutual Fund ___. 717.3 79.9 56.4 — 96.6 2381.5 226.3 187.3 2.49 3.01 11 
12 Massachusetts Life Fund a 66.0 69.2 59.5 — 97.2 184.4 174.4 157.1 2.97 3.06 12 
13 National Securities—Income series ———.- 87.5 91.8 82.0 — 96.8 188.5 178.0 147.0 4379 - 4536 323 
14 Nation-Wide Securities 59.3 62.1 54.4 82.3 97.2 178.9 171.5 138.2 3.27 3.43 14 
15 George Putnam Fund 73.0 74.0 66.3 83.5 97.5 228.0 221.1 177.6 2.71 3.02 15 
16 Scudder Stevens & Clark Balanced Fund —_.__ 632 673 S84 746 97.3 187.6 175.5 140.3 2.86 3.05 16 
17 Shareholders Trust of Boston 56.2 76.5 56.2 — 96.3 216.8 211.2 157.1 3.48 3.59 17 
18 Stein Roe & Farnham Balanced Fund —.____. hs 59.1 64.7 50.5 — 96.8 241.6 233.7 189.7 2.55 2.70 18 
19 Wellington Fund . 62.5 68.5 58.0 70.9 97.3 200.4 193.1 154.4 2.96 3.11 19 
20 Whitehall Fund 52.0 58.0 51.0 —- 95.8 204.1 194.3 144.9 3.87 38.47 20 
FLEXIBLE FUNDS 73.3 95.8 246.7 241.7 184.1 2.70 3.08 
21 Broad Street Investing Corp. 87.6 89.6 177.3 65.1 93.7 284.8 263.9 216.9 3.13 3.49 21 
22 Delaware Fund 91.7 95.5 84.3 69.38 95.3 242.8 230.0 161.5 2.19 2.88 22 
23 Dreyfus Fund S14 999 627 — 96.6 387.5 371.4 305.1 1.78 201 23 
24 Fidelity Fund 91.3 97.7 86.0 — 95.4 302.4 279.5 227.7 2.53 3.18 24 
25 Institutional Foundation Fund 82.0 88.5 82.0 — 95.5 238.0 228.6 170.4 3.27 8.72 265 
26 Knickerbocker Fund 95.3 95.3 638.0 101.0 96.4 194.6 181.4 124.7 2.87 3.89 26 
27 Loomis-Sayles Mutual Fund 59.6 60.1 49.5 60.5 96.6 186.7 179.9 130.2 2.97 38.01 27 
28 Mutual Investment Fund + 83.2 84.0 55.8 74.6 95.7 184.3 171.3 127.3 2.93 2.90 28 
29 New England Fund 55.4 66.8 55.4 78.4 97.2 176.5 168.8 124.9 3.29 3.51 29 
30 Selected American Shares 94.8 97.6 81.1 74.0 94.38 257.7 240.2 161.7 2.51 2.97 30 
31 Sovereign Investors 91.4 97.7 91.8 98.3 98.2 284.6 261.9 287.1 3.04 3.57 81 
32 State Street Investment Corp. + 91.0 92.9 81.2 56.8 95.3 219.5 210.1 132.8 2.24 2.48 32 
33 Wall Street Investing Corp. 86.7 88.2 78.2 — 96.1 259.7 250.6 229.4 2.67 2.90 33 
34 Wisconsin Fund, Inc. 94.1 98.6 177.4 54.8 95.4 234.0 345.6 227.5 2.40 3.10 34 
COMMON STOCK FUNDS 65.38 94.7 309.5 291.5 230.5 2.36 2.88 
35 Affiliated Fund* 87.7 97.5 84.5 61.0 938.6 238.8 228.9 169.0 2.70 3.84 85 
36 Bullock Fund 80.9 88.5 176.7 68.0 94.6 277.7 260.5 193.1 247 2.75 36 
37 Dividend Shares 87.1 87.1 81.6 73.5 98.6 243.2 230.1 183.5 2.70 2.99 37 
38 Eaton & Howard Stock Fund 86.3 92.1 78.3 62.2 95.2 311.0 294.0 256.8 2.16 2.388 38 
39 Fundamental Investors 98.6 99.2 96.7 54.5 94.4 307.8 282.3 235.8 2.18 2.75 39 
40 Group Securities—Common Stock —...____ 98.8 99.1 90.4 — 95.1 245.8 226.9 175.9 3.644 4.36 40 
41 Incorporated Investors 93.3 98.2 89.0 59.8 96.6 326.8 303.7 222.4 1.74 2.33 41 
42 Investment Company of America ————____. ee 88.6 95.5 177.6 64.1 94.1 303.3 | 288.5 196.3 2.15 248 42 
43 Keystone Growth Common (S-3) — 94.0 99.0 91.0 71.7 97.4 356.6 332.4 218.2 1.63 2.82 48 
44 Massachusetts Investors Growth Stock Fund _— 95.8 99.38 92.9 69.6 94.7 386.9 S716 3118 145 1.77 44 
45 Massachusetts Investors Trust 99.7 99.7 97.3 76.6 95.38 332.6 304.5 275.2 2.70 3.16 45 
46 National Investors ca ‘ 98.1 99.3 96.4 57.6 92.7 356.9 350.9 274.1 169 2.18 46 
47 National Securities—Stock Series ——___ 98.9 98.9 93.9 — 93.6 247.0 | 228.0 179.0 3.70 4.39 47 
48 T. Rowe Price Growth Stock Fund _.- S22 S09 T22 — 946 430.5 415.5 343.2 1.77 2.08 48 
49 Scudder Stevens & Clark Common Stock Fund_. 97.1 99.2 91.6 — 94.5 308.5 291.8 141.0 2.26 2.65 49 
50 United Income Fund 91.9 97.38 90.1 — 95.4 278.3 259.8 212.2 2.88 - 3.35 50 
500 STOCK INDEX (Standard and Poor’s)® __. — — — _— — 3438.2 317.2 — — — 
CONSUMERS PRICE INDEX (B.LS.)» —___ —_-_ —-— — — — 1284 ~— — —_ 











n—Adjusted to June 30, 1950 base; *—-Leverage operated until 2nd quarter 1950; Italics indicate ex-div. 


Marcu 1960 


or high or low price reached during current month, 


COPYRIGHT 1960 BY HENRY ANSBACHER LONG 


233 








OUTLOOK FOR PENSION FUNDING 


Trusteed Plans Retain Competitive Advantages 


FRANK L. GRIFFIN, Jr. 


Vice President and Actuary, The Wyatt Company, Chicago 


UCH OF THE CHANGING ACCENT IN 
Meee funding is due to salesman- 
ship which exploits the psychology of 
that which is currently fashionable — 
rather than being due to intrinsic merit 
based on any fundamental change in the 
underlying economy. However, substan- 
tial changes in stock values and relative 
yields on stocks and bonds, for example, 
do lead to new sales techniques, regard- 
less of how unscientific or even unsound 
the fashionable gimmicks may be. 

The cold war between exponents of 
insured and trusteed retirement plans 
suddenly flared into a hot one again last 
November. The raising of insurance ban- 
ners at that time might have led an out- 
sider to believe that the financing of 
pension plans through insurance had, by 
some magic, finally become more attrac- 
tive than trust fund financing. The “Kip- 
linger Letter” of November 14, 1959 ob- 
served: 


Company pension plans are going to 
cost less — the insured plans . 
Employers with trusteed plans are 
sure to reexamine. This is a major de- 
velopment in the pension field. 


The implication of this statement was 
grossly misleading. All that had actually 
happened was that an income tax disad- 
vantage of insurance company pension 
funds had been corrected by Congress. 
Qualified trust funds have always been 
exempt from this tax. The result of this 
Act was merely to allow insurance com- 
panies nearly to “catch up” on this one 
point; they had not gone ahead on any 
point where the trust fund has long en- 
joyed an advantage. 

Confusion in the public mind is also 
being created in other ways. Publicity 
seekers have been putting forth “shock 
material” relative to pension plans and 
pension funding, based on a lack of 
knowledge of the practical application of 
pension funds and sometimes even of the 
terminology in this field. A great deal of 
publicity has also been accorded the 
statements* of Reverend Paul Har- 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 9, 1960. 
*See T&E, Dec. ’59, pp. 1179, 1210, 1254. 
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brecht, S.J., whose motivation may have 
been better but many of whose conclu- 
sions are as erroneous as those of other 
newly created “experts.” 


Nor are actuaries proof against misin- 
formation or the subtleties of prejudice. 
Messrs. Warters and Rae of the Bankers 
Life Insurance Co. recently published a 
paper? entitled “The Risks in Equity In- 
vestment for Pension Funds.” In my 
opinion, the paper starts from a false 
premise and proceeds to build and knock 
down one straw man after another. Vir- 
tually all of the actuaries discussing this 
paper, even those who represented insur- 
ance companies, took a view completely 
counter to the authors. 


History shows that most advances in 
pension plan financing have come about 
through the activities of consultants and 
trust fund administrators. For example, 
such a history might be abbreviated as 
follows: 


Funding Flexibility 


1. Bankers and consultants pro- 
mote systems permitting greater lati- 
tude of contribution from year to 
year. 

2. Insurance company spokesmen 
make predictions in strongly opposing 
such flexibility. 

3. Insurance companies, losing 
ground to trusteeships, reverse their 
field and capitulate to flexibility. GA 
contracts become more flexible. 


Equity Investments 


1. Trustees advocate and buy equi- 
ties for pension funds. 

2. Insurance company spokesmen 
feverishly oppose equity investment 
for pension funds. 

3. Insurance companies again de- 
cide “if you can’t beat ’em, join ’em.” 
Under cover of the cold war, they 
back co-existence in the form of “split 
funding,” “equity annuities,” and 
“equity funds” in the state of Con- 
necticut. 


How Split 
Funding Works 


Under split funding, each deposit is 


+See T&E, Jan. ’60, p. 33. 


shared in some agreed manner between 
the trustee and the insurance company, 
on the theory that the latter can do as 
good or better a job on the “fixed in- 
come” investments. In some cases, this 
method may have merit where insured 
annuities are desired at retirement. At 
the present time, however, the yields on 
new issues of high grade bonds are such 
that no insurance company could com- 
pete, for average return on its total port- 
folio, with a new trust fund invested in 
fixed-income securities alone. Moreover, 
the cost of administration of the com- 
bined fund would be more than if the 
total were handled by the trustee alone. 

Split funding, under which all fixed- 
income securities are purchased through 
an insurance company’s portfolio and all 
equities through a trust, makes it impos- 
sible for the combination to give the best 
results, since the means of shifting be- 
tween fixed-income and equity invest- 
ments would be inadequate, as condi- 
tions from time to time made this profit- 
able. It is far better to let a trustee con- 
trol the balance of the entire investment 


portfolio. Where split funding is to be | 


followed, the trustee’s share of the total 
should be large enough to permit him to 
invest up to the maximum contemplated 
proportion in equities plus a sufficient 
amount in fixed-income securities to give 
him the desired leverage to shift empha- 
sis to one or the other in a changing 
market. For a 40 per cent stock objec- 
tive, this may well mean that the trustee 
should have 70 to 80 per cent of the en- 
tire fund. 

Split funding is often a direct result of 
the revision of an existing insured plan, 
where the assets already accumulated 
perhaps cannot be drawn down from an 
insurance contract and must therefore be 
used to provide a portion of the pensions 
falling due in the future. In such a case, 
a form of split funding will exist as long 
as any assets remain with the insurance 
company, even though all of the new de- 
posits go directly to the trustee for in- 
vestment. In this sense, particularly, 
split funding plays an important role to- 
day. 
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Equity Annuities 

Equity annuities involve the use of re- 
tirement plan deposits to purchase 
“shares” in a fund invested entirely in 
equities, as well as the payment of re- 
tirement benefits at the other end of the 
line in terms of such shares and their 
value at that time. This system has the 
obvious advantage of allowing retire- 
ment benefits to grow with inflation (to 
the extent that the values of the shares 
remain correlated with costs of living). 

On the other hand, there are disad- 
vantages. These include the volatility of 
the share values, the panic psychology 
in a declining market, and the fact that 
the entire risk of fluctuation is placed 
upon the employee. Equity annuities ap- 
pear to be more appropriate for individ- 
ual purchasers, who fully understand 
what they are buying, than for mass pen- 
sion coverage. Variable annuities prob- 
ably would not wear well with the aver- 
age employee during any period of mar- 
ket decline. The first storm in the mar- 
ket might well undo all the good resolu- 
tions and psychology which led a com- 
pany to adopt such a plan. 


The primary risk of equity investment 
has to do with the short swings in the 
market, which can be violent and may 
bear little relationship to living costs. 
The long term trend — assuming dis- 
criminating investment in the country’s 
basic industries — is not one to give 
great concern and is better correlated 
with living costs. Under the usual retire- 
ment plan where it is the employer who 
takes the risk of equity investment fluc- 
tuations, this risk is solely one of long 
term trend (historically upward), since 
the plan itself may be presumed to be 
permanent and therefore not to entail the 
risk of enforced liquidation at loss. 


Thus, the more conventional “definite 
formula” pension plan, based on pay 
levels near retirement age, should prove 
more satisfactory in the long run than 
equity annuities for groups of employ- 
ees. Temporary, even wide, fluctuations 
in equity values are of no consequence 
under such a plan when considered over 
the long term of the employer’s opera- 
tion. Furthermore, the employer is then 
the only one who is required to stand 
firm in the presence of adverse psycho- 
logical factors. Under this type of plan, 
the employee avoids the very real short 
term risks and still has a pension cor- 
rected to his higher living standards at 
retirement. 


Equity Funds Managed by 
Insurance Companies 


When operated parallel to a deposit 


Marci 1960 


administration contract for the same em- 
ployer, this may be the tool by which 
insurance companies eventually regain 
an important position in the pension 
field, provided the attractiveness of 
equity investment does not eventually 
decline by sheer weight of artificially 
stimulated prices. So far, however, I do 
not believe that any important business 
has been done on this basis in Connecti- 
cut, where it has been made a legal func- 
tion of an insurance company. Some of 
the problems still unresolved with re- 
spect to such funds include: 


1. Federal income tax questions 
under the special laws applicable to 
insurance companies. 

2. Questions of S.E.C. regulation. 

3. Conflicts under segregated in- 
surance company funds because of an 
absence of trust powers. 

4. The possibility that New York 
State will continue to exercise extra- 
territorial control over the invest- 
ments of out-of-state companies. 


So it does not appear that this device 
will get off the ground very soon, at least 
not unless New York State authorizes the 
procedure. 


Selective Method of Credit Interest 
With the rapid rise in bond yields, 


some insurance company managements 
approved the use of a “select” crediting 
of interest on group annuity funds. For 
example, any deposit made in 1959 
would receive a special higher interest 
credit commensurate with the yield then 
obtainable on new monies, and an arti- 
ficially declining balance of the same de- 
posit (as assumed by formula) would 


continue to receive such treatment for a 
number of years. 

This device has current sales appeal, 
since the employer will feel he is getting 
the same treatment as would be accorded 
him under a trust fund. However, in my 
opinion, it will eventually catch up to the 
companies using it. It violates the estab- 
lished insurance principle of average 
yields on total portfolio, and curreatly 
discriminates against the: old _policy- 
holder who “joined up” in a period of 
low interest rates, in the expectation of 
full benefit of better yields on total port- 
folio when these became available. These 
older policyholders, who are having 
their interest credits watered down, 
therefore, may become fair game for 
conversion to fully trusteed plans! 


Case for Equities without Inflation 


It is unnecessary to rely on the buga- 
boo of inflation to make a case for equi- 
ties. Assuming investment for the long 
pull in basic industries, the pension fund 
will experience capital growth even in 
the absence of inflation. 

The desirability of equity investment 
of a portion of any large pension fund is 
tied directly to sound planning of the 
pension benefits themselves. An effective 
retirement plan must enable an employer 
to rid his payroll of employees whose 
effectiveness has been impaired by age 
or disability. To do this without adverse 
industrial or public relations, benefits 
must be adequate in relation to costs of 
living and compensation levels near re- 
tirement. 

(Please turn to page 238) 
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TRUST OFFICERS 


Who Need Assistance “FROM THE TRUST VIEWPOINT” 


Yes... Studley, Shupert Trust Invest- 
ment Council services go far beyond 
mere statistical data and generalized 
analyses of economic conditions. 

The Council is a down-to-earth, 
trust-minded organization that aug- 
ments its Members’ trust department 
personnel with the brainpower—with 


the experience and skill—of a staff of 
trained, competent specialists . . . and 
these assist Members in attaining the 
specific trust objectives of individual 
accounts. 

We invite you to investigate all of 
the advantages of Council Member- 
ship. No obligation. Write Dept. BP-1. 


‘STUDLEY, SHUPERT TRUST INVESTMENT COUNCIL 


1617 Pennsylvania Boulevard, Philadelphia 3, Pa. 
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COUNCIL 


24 Federal Street, Boston 10, Mass. 
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When the first USS Independence was commissioned 
in 1776, you probably could have put all the steel aboard 
her into one sea chest. But when the fifth Independence 
joined the U.S. fleet this year, she carried the widest 
variety of specialty steels ever assembled. 57,000 of her 
60,000 tons are steel. 


The Independence is big. She carries a crew of 3,500 
and her quarter mile of runways could park two luxury 
liners side by side. Turn her on end and she’d reach up 
to the 80th floor of the Empire State Building. Total 
working area for flight operations is over six acres. 


The Independence is built of steel, much of it supplied 
by United States Steel. For the greatest possible strength 
and toughness U.S. Steel furnished two types of spe- 
cially formulated and treated armor plate. Steel cables, 
strong enough to stop a landing jet bomber, were fur- 
nished by the American Steel & Wire Division of United 
States Steel. Her four 6614-foot, 50-ton propeller shafts 
were forged at the USS Homestead Works. And so it 
goes. From flight deck armor to the stainless steel used in 
her hospital, galley and crew’s quarters, USS Steels play 
an important part in the performance of one of the 
Navy’s finest ships. 


It took three years to build Independence. It took 50 
years of research and development to perfect the specialty 
steels of which she is made. USS is a registered trademark 
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Something new in tie-downs. Instead of welded tie- 
downs, Independence has dimples placed at specified 
points in flight and hangar deck armor. U. S. Steel devel- 
oped special dies for use in a 12,000-ton press, worked 
with the plate while it was cold. Danger of welded-in units 
breaking loose from overhead blast is now eliminated. 


57,000 tons of steel 


Hammocks are a thing of the past. Pullman- 
type bunks with individual reading lights make crew’s 
quarters much more comfortable. 
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1} go to sea with the USS “Independence” 
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Lots of room, lots of steel here. Hangar deck aboard 
Independence can store 100 jets, is as big as two and a 
half football fields. 
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If an employer is to write a “blank 
check” with respect to inflated costs of a 
plan based on final average pay, he 
should, likewise, protect himself in the 
form of a “blank check” on the asset 
side. In other words, his deposits to the 
fund should be invested to a substantial 
degree in common stocks, which are also 
subject to growth with inflation. There 
is a definite correlation between good re- 
tirement planning — benefits adequate 
in relation to needs at retirement age — 
and the medium selected to finance the 
plan. 


Competitive Outlook for Funding 


I do not believe that there have been 
any recent developments which will alter 
the advantages which trust fund admin- 
istration has long enjoyed. The rise in 
interest rates on high grade bonds in 
recent years certainly cannot cause trust 
fund advocates to run for cover. The 
same opportunity exists for the trustee to 
obtain these high yields, as for the in- 
surance company; and he continues to 
have his usual advantage of permissive 
equity investment with capital growth 
possibilities. 

A new fund can immediately be in- 
vested to return 5 per cent through high 
grade bonds, while the lower average 
yield of the insurance companies (or of 
an old fund) will improve gradually 
only by reason of the large volume of in- 
vestments made at substantially lower 
yields. Except for the few insurers who 
have adopted the special “select” system 
of crediting interest, therefore, the sharp 
rise in bond yields has actually improved 


the argument for trust fund financing for 
a new Case. 

The view that removal of the federal 
income tax, in part, against some insured 
pension funds has automatically solved 
the insurance companies’ problem of 
competition with trust funds, could be 
true only if that had been the sole com- 
petitive advantage of the trust. There re- 
main many advantages of trust fund 
financing, including lower investment ex- 
penses on a large fund, lower adminis- 
tration expenses, absence of any com- 
missions or state premium taxes, and far 
greater flexibility to achieve a balanced 
investment portfolio with capital growth 
possibilities. 

The main chance of any substantial 
recovery by insurance companies of a 
significant share of this market would 
be permissive equity investment by in- 
surance companies. The special equity 
funds which the new Connecticut law 
permits constitute a development in this 
direction, as previously noted. 

However, it should be borne in mind 
that this merely follows trust investment 
flexibility already in existence, and does 
not introduce any unique advantage for 
the insurance company. 

Certain reasons have, of course, al- 
ways existed in favor of insuring some 
pension plans. Examples of situations 
where insured plans will continue to be 
used, in whole or in part, include (a) 
smaller companies, particularly those 
whose future existence may be somewhat 
indefinite; and (b) cases where funding 
at retirement with an insurance company 
has great appeal to management (or is 








] 
ie "Ves, 


Fe 


Mil 
cho 


FIDUCIARY 
* ANY WO 


4 ) 
4 © 


FIDUCIARY MUTUAL 
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A mutual fund specializing in a carefully selected 
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Prospectus available from 


MERCER MANAGEMENT CORPORATION 


115 Broadway, New York 6, N. Y. 
Telephone: WOrth 4-2042 


believed to have such appeal to employ- 
ees). 

It is also possible that if the present 
trend continues toward restriction of 
amounts of group term insurance DY 
statute, the need or desire for significant 
employee death benefits may in soine 
cases lead to individual policy or group 
permanent financing of such benefits, the 
most expensive forms of pension fund- 
ing. We should do everything possible to 
oppose this trend and agitate for the re- 
moval of some of the maximum limits al- 
ready imposed on group term insurance 
by the states. 

Because of the tremendous publicity 
which the banks have given to their 
specialized investment services in this 
field in recent years, and to the better 
informed opinions of counsel, accoun- 
tants, and business men themselves, I do 
not look for the initiative to pass back 
to the insurance companies. The trust- 
men have won on the merits of their 
product and through programs of edu- 
cation aimed at business leaders. The 
merits of the trust approach go well be- 
yond arguments of cost. They include 
greater flexibility to design a plan to 
suit one’s own requirements, greater 
ease of amendment, and greater flexibil- 
ity (usually) to control the incidence of 
contributions and the constituent ele- 
ments of the investment portfolio. To all 
of these advantages may be added the 
independent and expert advice which the 
employer will receive when his plan is 
serviced by a consultant with diversified 
experience in the field, and the greater 
interest in his problems which will be 
shown by the specialists of his own 
choosing. 

With the narrowing of the differential 
in interest yields obtainable by insur- 
ance companies and trust companies, 
however, trustmen cannot afford to rest 
on their laurels if they wish to retain 
the initiative. It is necessary for them to 
focus attention on those areas where 
superior performance can be demon- 
strated and maintained. 

A AA 

@ Daniel R. Lang, Ph.D., Dean of the 
Evening Division of Northwestern Uni- 
versity, has been appointed director of 
the School of Financial Public Relations. 
Dean Lang has served on the School’s 
faculty since 1955. He succeeds Preston 
E. Reed, executive vice president of 
FPRA, who directed the School since its 
establishment in 1948. Over 500 have 
been graduated in the twelve years of 
the School’s existence. 

Additions to the faculty include 
George J. Watts, vice president, Republic 
National Bank, Dallas, who will teach 
the course in Publicity. 
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Needed: A Reconsideration of 


ComMON TRUST FUND REGULATIONS 


CHARLES G. YOUNG, Jr. 


Senior Vice President and Senior Trust Officer, City National Bank and Trust Company, Kansas City, Mo. 


since the Federal Reserve Board’s 
Regulation F was amended by adding a 
new Section 17, to permit the establish- 
ment of common trust funds and to gov- 
ern their operation. During this rela- 
tively brief period of time, the common 
trust fund has experienced an amazing 
growth. From a mere handful of trust 
institutions concentrated largely in the 
East, its use has spread until by the end 
of 1958 more than 325 funds had been 
established. With total assets of around 
$214 billion and with more than 104,000 
participating fiduciary accounts in the 
aggregate, these funds were being oper- 
ated by trust institutions of every size 
located in all parts of the nation. 

As amazing as this rate of growth has 
been, it has been only a modest reflec- 
tion of a broader and more important 
picture: the rapidly growing popularity 
of the collective investment idea among 
the American people. Dramatic evidence 
of this is offered by the fantastic growth 
of mutual funds. During these 22 years 
the market value of the assets of the mu- 
tual fund members of the National As- 
sociation of Investment Companies in- 
creased from a half billion dollars to 
$1534 billion. 

It is difficult now to appreciate fully 
the amount of courage required on the 
part of legislative and supervisory off- 
cials in adopting the needed laws and 
regulations. To do so we must recreate 
the very adverse conditions then preva- 
lent. Our nation has just experienced the 
worst financial crisis of its history. A 
large segment of the people, both in and 
out of Government, not only had lost 
faith in our financial system and insti- 
tutions, but had been clamoring for all 
kinds of governmentally imposed re- 
strictions and reforms. It certainly was 
not a climate conducive to any experi- 
mental or pioneering action of the kind 
required to inaugurate the common trust 
fund movement. The banking industry 
had just been divorced from the securi- 
ties business, and no one in a position 


[: HAS BEEN MORE THAN 22 YEARS 





From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 9, 1960. 
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of authority wanted to do anything 
which might risk reuniting the parties to 
this divorce. 

Is it any wonder then that the com- 
mon trust fund regulations, in the form 
promulgated and still in effect, contained 
so many restrictions and limitations? 
Actually the regulations embodied more 
of the cautious approach of an experi- 
ment than a positive one of a type cal- 
culated to facilitate and foster the com- 
mon trust fund’s use and development. 
Irrespective of how burdensome the 
regulations may seem now, I suspect 
that, under all the circumstances then 
existing, this conservative approach 
probably had a most salutary effect in 
promoting acceptance and use of the ar- 
rangement. It gave the many skeptics, 
both within and without our industry, 
the necessary assurances that every area 
of doubt had been carefully explored and 
properly limited. 


No Longer an Experiment 


Developments in recent years, how- 
ever, have raised a serious doubt wheth- 
er a regulation conceived as an experi- 
ment and dedicated to the proposition 
that it is better to be too restrictive than 
not restrictive enough is any longer jus- 
tified or responsive to the needs and cir- 
cumstances of the present time. 

The common trust fund has long since 
ceased to be an experiment. It has be- 
come a highly successful and permanent 
instrument of trust administration, bene- 
ficial to the public and essential to effi- 
cient and lower-cost trust operation. 
There can be no doubt but that the pub- 
lic has benefited greatly from these 
funds. Any fear existing at the time com- 
mon trust funds were first authorized 
that the public might react adversely or 
that such an arrangement might be used 
to take advantage of an unsophisticated 
public should have been dispelled long 
ago. On the contrary, there is ample evi- 
dence that the public now has a very 
positive attitude of understanding and 
approval toward the basic concepts of 
collective investment. 

I do not mean to imply that the entire 


Regulation should be abandoned. What I 
do wish to suggest is this: 


(1) Common trust fund regula- 
tions were designed and adopted under 
far different circumstances and con- 
ditions than those existing today; 

(2) To determine the areas re- 
quiring regulation and the form such 
regulation legitimately should take, 
regulatory authorities now have avail- 
able the experience of many trust in- 
stitutions of every size and location 
in the operation of various types of 
funds for a substantial period; 

(3) Trust business and the use of 
trusts, as well as the incidence and 
impact of taxes, have undergone 
fundamental and even radical changes 
during the past 22 years; 

(4) The regulatory authorities, re- 
sponsibility should therefore under- 
take promptly — with the counsel and 
assistance of the A.B.A., if it is de- 
sired — a complete re-examination of 
the common trust fund regulations, in- 
cluding Section 10(c), prohibiting col- 
lective investment, and a reappraisal 
of the purposes and results properly 
to be sought thereby. 


Some Revelations 


I would also like to suggest that such 
a program would reveal several signifi- 
cant facts: | 


(1) That Sections 10(c) and 17 
embody a very basic weakness, the 
presence of which may raise a serious 
question as to the Regulation’s legal 
validity and which certainly makes 
these sections unnecessarily rigid — 
the weakness being the failure of 
these sections to recognize any right 
of contract; 


(2) That, based on operating ex- 
perience, the results which the ex- 
isting regulations are designed to 
achieve are no longer justifiable as 
those which the Federal Reserve au- 
thorities can properly seek in the 
reasonable exercise of their limited 
regulatory power; 

(3) That there may no longer ex- 
ist among Federal officials a common 
understanding and agreement as to 
what these results or goals properly 
should be; and 

(4) That a clear-cut, well-defined 
statement of such goals is badly 
needed, and should be adopted by these 
officials and incorporated in the exist- 
ing or any revised Regulations. 
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We did not appreciate the full signifi- 
cance of these deficiencies until several 
years after our common trust fund had 
been in operation, when we decided to 
establish a special common trust fund 
for pension and profit sharing trusts, as 
several other trust institutions had done. 
For reasons not pertinent to this discus- 
sion, we wished to avoid the $100,000 
limitation of Section 17 and, during the 
first few months of the special fund’s 
operation at least, the 10% limitation as 
well. We proposed to accomplish this by 
express contractual authority, in much 
the same way as was finally permitted by 
the amendment of Section 10(c). 

Believing that an express ruling of ap- 
proval would be necessary, we took the 
matter up informally with members of 
the Federal Reserve Board’s staff, only 
to learn that they were already engrossed 
with the problem and having consider- 
able difficulty in finding a solution. We 
then urged that the Board seek the prop- 
er solution through a comprehensive re- 
appraisal of its regulations, rather than 
by some isolated, stop-gap action in the 
interests of expediency. In support of 
this suggestion, we submitted certain 
arguments and conclusions. Although 
this letter was directed to the specific 
problem presented by the special funds 
for employee trusts. I believe that the 
views expressed therein are as valid to- 
day as when the letter was written five 
years ago. 


What Are Board’s Functions? 


First, our letter urged that the reap- 
praisal should be made in light of the 
purposes and goals of the Federal Re- 
serve’s regulatory functions. These, we 
suggested, could be regarded as falling 
within three broad areas: 


(1) The maintenance of a sound and 
financially solvent banking system. In 
terms of trust powers, this would 
mean regulation to assure perform- 
ance of these duties so as to avoid 


surcharge or other threat to the 
bank’s capital funds; 

(2) The responsibility to the public 
to assure by regulation that the bank 
would be organized, equipped and 
operated so as to render fiduciary 
services with skill and efficiency and 
with fidelity and loyalty to each ac- 
count; and 

(3) The duty through regulation to 
prevent the misuse or abuse of eco- 
nomic power vested in a bank through 
its trust assets and other undesirable 
effects upon the economic system gen- 
erally. 


It is still our thought that the common 
trust fund regulations should be justi- 
fiable as a means of achieving one or 
more of these objectives. If the basic 
idea of collective investment is sound 
and beneficial and can be accomplished 
with the proper safeguards, its use 
should be encouraged so long as such 
use would not conflict with the third 
area of regulatory responsibility — pre- 
venting adverse economic effects. We ex- 
plained we were unable to see much dif- 
ference between the power exercisable 
by a bank’s trust department through the 
investment of a large amount of money 
in several hundred separate accounts 
and the investment of the same amount 
of money in a common trust fund. Con- 
sequently, we were unable to see any 
greater justification for regulations de- 
signed to restrain the size of common 
trust funds than to restrain the size of a 
trust department. 

In regard to the problem presented by 
the special funds for employee trusts, our 
letter noted that everyone concerned had 
recognized that a basis for distinction 
existed. Such a basis was offered by the 
fact that, in the pooled plans, the parties 
creating the trust expressly agree to the 
collective investment vehicle and to the 
terms and conditions under which it is 
to be operated. The very difficulty of be- 
ing able to draw this distinction in the 
light of the regulations highlighted a 
basic weakness of Section 17, its failure 
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to recognize that within certain areas 
regulatory conditions and _ limitations 
might properly be waived or varied by 
parties having the contractual power to 
do so. 


Such a right is recognized in other 
parts of Regulation F but not by Sec. 
tions 10(c) or 17. We pointed out that 
the recognition of such a right is not 
only common but is embodied in practi- 
cally all of the uniform and other state 
laws governing the performance and 
operation of a trustee’s duties, most of 
which usually commence with the phrase 
“Except and to the extent that the in- 
strument under which the trust is cre- 
ated expressly otherwise provides . . .” 


Finding Appropriate Solution 


In determining the appropriate solu- 
tion, we suggested first, that the regula- 
tory authorities decide what limitations 
and conditions, if any, must be imposed 
irrespective of contractual rights of the 
parties; next, what, if any, conditions 
and limitations are deemed necessary or 
desirable in the absence of contractual 
provisions to the contrary; and last, but 
not least, what limitations and condi- 
tions of a different character need be 
imposed because of the regulatory au- 
thorities’ responsibility in the economic 


field generally. 


Such an approach, we felt, would lead 
to one of two solutions: (1) Permitting 
the maintenance and operation of special 
common trust funds pursuant to contrac- 
tual arrangements; or (2) Applying 
some of the limitations and conditions 
of Section 17 to the particular partici- 
pating account rather than to the com- 
mon trust fund itself. Our letter ex- 
pressed the conviction that the proper 
solution would probably be found in a 
combination of the two. The letter then 
offered illustrations: 


“Some of the requirements of Sec- 
tion 17 are obviously intended to as- 
sure equitable and impartial treat- 
ment among all of the trusts partici- 
pating in a given common fund. On 
the other hand, some of them, such as 
the $100,000 limitation, would seem to 
be aimed more at protecting a particu- 
lar trust than all of the participating 
trusts. Other features of the regu- 
lation would seem to have both goals 
as a twofold purpose. For instance, 
the 10% limitation could be said to 
be intended not only as a limitation 
to protect any one participating trust 
but also to protect all of the other 
participating trusts from the danger 
of too much dependence by the com- 
mon trust fund upon one account. In 
this latter case, I would assume that 
such a limitation would have to be 
waived or varied, if at all, not only 
by the trust whose investment exceeds 
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the 10% but by all the other trusts 
participating in that particular com- 
mon fund.” 


It was our belief then and still is that 
some of the provisions of the regulation 
and their inflexibility tend to discourage 
the use of the publicly accepted and suc- 
cessful collective investment idea in the 
manner which is the most appropriate 
and beneficial. 


The letter then concluded by suggest- 
ing that the ideal approach would be to 
have one or more separate funds solely 
for investment in each of the principal 
investment media normally used by a 
fiduciary, such as a tax exempt bond 
fund, a fixed income fund of taxable 
securities, and a common stock fund. 
This would enable the bank to formulate 
and carry into execution separate invest- 
ment programs to suit the precise needs 
and circumstances of each account and 
still have the benefits of collective invest- 
ment. As now operated, most common 
funds require a single investment pro- 
gram representing a compromise of the 
diverse needs and circumstances of many 
different and unrelated accounts. 


No Action 


No review or reappraisal, as urged in 
the letter, was ever undertaken. The 
problem concerning the special pooled 
funds for employee trusts was resolved 
by excepting these funds from the pro- 
hibition against commingling contained 
in Section 10(c) and from all of the pro- 
visions of Section 17 governing the oper- 
ation of common trust funds. I still can’t 
believe that this was the proper solution 
or in the best interests of our industry in 
the long run. 


I am unable to see any logical justifi- 
cation for a position which, on the one 
hand, permits a bank to maintain for 
employee trusts virtually unregulated a 
collective fund having nearly all the 
basic characteristics of a common trust 
fund but which, on the other hand, sub- 
jects the very same bank, in operating 
a similar fund not limited to employee 
trusts, to a series of restrictive regula- 
tions even though contractually waived 
by the participating trusts. 

The inconsistency does not end there. 
The bank can advertise the first of these 
funds without any regulatory restraints 
whatever; whereas it is subject to con- 
siderable supervision in advertising its 
common trust fund. Actually, there is no 
more reason to supervise common trust 
fund advertising than to supervise all 
trust institution advertising. I have never 
seen an advertisement of any trust in- 
stitution which I felt was in deliberate 
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bad taste or was deceptive. After all, we 
must eventually live for a long, long 
time in very close relationship with the 
customers we solicit and their families 
and to account in detail for what we 
have and have not accomplished. There 
is no room in our industry for false or 
misleading advertising, nor for any ex- 
aggerated claims as to the results we can 
achieve — and we all know it. 


Right to Contract 


At about the time the special pooled 
funds for employee trusts were author- 
ized, the Federal Reserve Board, in re- 
sponse to a request we made for a rul- 
ing, reaffirmed its position with respect 
to the failure of Sections 10(c) and 17 
to recognize any right of contract. As 
trustee, our bank had been directed, by 
persons having the power to do so, to 
combine the funds of a large number of 
burial trusts held upon identically the 
same terms pursuant to express permis- 
sive authority contained in each trust in- 
strument. The Board’s reply to our re- 
quest indicated that compliance with the 
direction to combine, unless done in full 
compliance with Section 17 as a com- 
mon fund, would be violative of its regu- 
latory prohibition against collective in- 
vestment — presumably even though re- 
fusal to combine as directed might con- 
stitute a breach of the trustee’s duties. 
Actually, what the Board did was to 
write advising that no ruling was neces- 
sary, since the prohibition in Section 
10(c) meant exactly what it said. 

All of us, including our counsel, had 
considerable doubt whether the Federal 
Reserve Board had the authority by reg- 
ulation to require us to ignore — or, in 
effect, to breach, the terms of our trust. 
Since Sections 10(c) and 17 are alike in 
failing to recognize any right of con- 
tract, we have accordingly felt the legal 
validity of both might be open to ques- 
tion. 

As a former counsel for one of the Re- 


serve Banks and Secretary for the Con- 
ference of the Presidents of all twelve 
Banks, I have come to have a very high 
regard for the System, its personnel and 
the manner in which it conducts its af- 
fairs. I found virtually all of the Board’s 
officials usually quite sympathetic toward 
the problems of our industry and most 
anxious to exercise their supervisory 
and regulatory authority sparingly. I 
think everyone will agree that no agency 
of our federal government has ever en- 
joyed a better working relationship with 
the industry it is required to supervise 
and regulate. 

For some inexplicable reason, how- 
ever, a much different attitude seems to 
have existed at the Board with regard to 
the whole problem of collective trusts. 
Almost every effort made by this Asso- 
ciation and its individual members to 
obtain a less rigid and more realistic, 
modern approach to the regulation of 
common trust funds has been rebuffed. 
Worse yet, the Board’s action in these: 
cases seemed to reflect the same attitude 
of reservation and doubt toward com- 
mon trust funds and fear of their mis- 
use, which existed 22 years ago with 
some justification but for which there is 
no longer justification today. 

I believe that the Board would agree 
with our position — or at least with the 
desirability of taking a new look at the 
whole problem — if all the facts were 
properly presented. Perhaps a better way 
can be found to present our story to the 
Board and its staff. 

A AA 
e The annual spring regional meetings 
of the Financial Public Relations As- 
sociation will be held in Indianapolis, 
March 30, Minneapolis, April 4, and Bir-. 
mingham, April 6. 

The morning sessions will feature ad- 
dresses by Association officers on var- 
ious aspects of “How To Get More Busi- 
ness For Your Bank.” The afternoon pro- 
grams include clinics on many subjects 
with a wide variety of leaders. 
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COORDINATED TRUST PLAN 
fee Correspondent Banks 


HE CooRDINATED TRUST PLAN was 

devised to enable banks in small 
communities to offer trust services to 
their customers without the necessity of 
installing a trust department where such 
an installation would be a continuous 
expense to the bank. 

About 1925 I went from the practice 
of law into trust new business work. In 
the fall of 1929 began a period when it 
was practically impossible to talk to peo- 
ple about estate planning. Values were 
so uncertain that no one felt capable of 
estimating the value of his estate. Most 
were reluctant to discuss or even con- 
sider what they might be worth. For lack 
of trust prospects, I turned to commer- 
cial business development and corre- 
spondent bank relations. The city bank 
can assist its correspondent country 
bank in offering to its customers every 
needed commercial banking service. If a 
loan is beyond the limit of the country 
bank, the city correspondent may be ex- 
pected to take a participation. However, 
I was impressed that this correspondent 
relationship did not include trust ser- 
vices. 

The thought kept coming back to me 
that the so-called “country bank” needs 
to be able to offer to its best customers 
trust services. I say “needs” because that 
is the defensive position in which the 
country bank finds itself. Every banking 
community includes some 5 to 50 rela- 
tively wealthy men who do all their 
banking with the local bank. Each of 
these men usually is past middle age; 
and as he has grown financially, he has 
sought more information about invest- 
ments. He finds himself considering 
what will become of the “fortune” he 
has spent a lifetime accumulating. The 
local country banker is rather clever 
about local financial matters, and is 
looked up to by his customers. 


Tempting Situation 
Suppose. one day, the wealthiest cus- 


tomer of the bank, probably a director, 
tells his banker he has been thinking 


From address at Mid-Winter Trust Conference, 
A.B.A., New York, Feb. 9, 1960. 
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about making some plans for his estate 
and his dependents. He has been reading 
in the periodicals to which he sub- 
scribes, about banks managing estates 
under wills. He says that he has about 
made up his mind to have his lawyer 
draw a new will naming his bank as his 
trustee. He asks the banker about fees 
and how the bank would go about the 
trust services needed by his estate. 

The banker is in an embarrassing 
position, faced with the necessity of tell- 
ing his best customer and director that 
the bank cannot render this service be- 
cause it has never been granted trust 
powers. He knows this customer then 
must go to the nearest city bank, and 
that in all probability will do some com- 
mercial banking with the city bank. If 
not during his lifetime, then at his death 
the city bank will take the commercial 
account of the estate and the country 
bank will have lost its best account. 

To avoid this situation, the country 
banker feels that he must have his bank 
qualify for trust services. For an ade- 
quate trust department, he finds that he 
must employ a man with legal education 
who is mature enough and has had sufh- 
cient business experience to manage 
these rather intricate affairs. The salary 
of such a man plus a stenographer and 
the part time of a clerk, together with 
the minimum of advertising and inciden- 
tal expenses, will run to at least $15,000 
per year. That means that before his 
trust department can break even it must 
have at least $3-million of active trust 
assets. This best customer may be worth 
a million dollars, and there may be four 
or five such other estates in that small 
town, but they won’t all mature at the 
same time. Looking into the matter fur- 
ther, the banker will learn that the aver- 
age life of a trust estate is 10 years, and 
concludes that he must have a constant 
flow of trust business turning over every 
10 years of at least $3-million in value. 
But there is not that much business in 
his entire community if he got it all. So 
he is tempted to put in a “make-shift” 


*Formerly vice president and trust officer, First 
National Bank of Birmingham. 


trust department, that is, designate the 
president or some other commercial of. 
ficer as trust officer, although he is in no 
way qualified to serve as such, and pro. 
ceeding to apply for trust powers. 


If such a bank secures appointment as 
trustee, it must rely on the bank’s legal 
counsel for guidance, and that is dis. 
tinctly bad for several reasons. The ma- 
jority of good lawyers are not good busi- 
ness men. With that statement most law. 
yers will take violent issue but it is none 
the less a fact. If the bank’s law firm is 


made up of excellent business lawyers, | 
. ie ; 
such a firm is so unusual that its ser- 


vices are in great demand and _ fees 
charged the bank for services to the 
trust department, will be more than the 
fees that the bank can charge the estate. 


So the Coordinated Trust Plan 


Under the Coordinated Trust Plan, 
that I have advocated so long, the local 
country bank designates some junior of- 
ficer as trust officer and proceeds to ap- 
ply for trust powers. From that point on 
the procedure is as follows: 


The trust officer chosen almost exclu- 
sively for ability to meet trust prospects 
on the proper basis, spreads the word 
among the directors and large depositors 
that “our bank” is now qualified to ren- 
der trust services under a Coordinated 
Plan with their city correspondent bank. 
He works out a time when the estate 
planning man from the city bank can 
come down and spend the day interview- 
ing the local prospects, talking to each 
one in turn in the presence of the local 
trust officer. Thus, the latter rapidly 
learns the technique of selling trust ser- 
vices. In addition to such interviews 
every few months, the city bank agrees 
to place the names of the local prospects 
on its trust mailing list. 

The country bank is qualified to per- 
form most services as executor, such as 
probating the will, securing issuance of 


letters of administration, handling local — 


real estate, voting stock of the local cor- 
porations, etc. The city bank makes the 
estate and income tax returns; invests 
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the proceeds of life insurance; takes con- 
trol of the listed stocks, bonds, and cash; 
and sets up the bookkeeping. In such 
case the city bank has no contact with 
the beneficiaries. A local lawyer drafts 
the will and serves as attorney for the es- 
tate. Local insurance underwriters retain 
contact with the estate; and after the tes- 
tator’s death, the commercial bank ac- 
count of the estate remains with the local 
bank. 

The plan was originally promulgated 
in an article in the December, 1931, is- 
sue of the Financial Advertisers Associa- 
tion Bulletin and later in the October 
1940 issue of Banking. Gradually the 
plan began to take hold — not as out- 
lined above because at that time very 
few banks in outlying areas were in the 
least interested in qualifying for trust 
services. 


Official Study of Trust Business 


Gilbert T. Stephenson included a dis- 
cussion of it in his lectures at the Grad- 
uate School of Banking. When, in his 
1947 address to the Alabama Bankers 
Association he discussed the Coordi- 
nated Plan, a commission was appointed 
by the Association president to ascer- 
tain the amount of potential trust busi- 
ness existing in Alabama and whether 
there were adequate corporate trust fa- 
cilities to take care of it. The commis- 
sion found a surprisingly large number 
whose estates would normally be in need 
of trust services; also that such services 
were not available to a great majority of 
these prospects. 

The commission was also charged with 
the duty of recommending a solution, and 
in its report to the state convention in 
1948 recommended three variations of 
the Coordinated Plan — that customers 
of the local bank either: 


1. Name the large city correspon- 
dent as executor and trustee and em- 
power the city bank to employ the lo- 
cal bank as its agent in all matters 
pertaining to the estate in which it 
may find need for local representation 
and, of course, provide that, as in all 
cases, the trustee shall maintain on 
deposit in the local bank all funds of 
the estate held pending reinvestment 
or distribution. (This is essential 
where the local bank does not have 
trust powers.) 

2. Name the local bank and the 
city bank as joint executors and trus- 
tees, 

3. Name the local bank as execu- 
tor and trustee authorizing the local 
bank to employ the trust department 
of the city correspondent as its agent 
in all matters pertaining to the es- 
tate in which the local bank finds need 
for assistance. 


The recommendations were unani- 
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mously adopted, and made the country 
bankers of the state conscious of their 
customers’ needs for trust services. Adop- 
tion of the plan has been gradual and in 
most instances has not followed the 
above pattern. 


New Attitude 


Having charge of both the commercial 
and trust new business development for 
many years, I was in a position to make 
the most of this plan. As I called upon 
the country banks over the state, I found 
it was an excellent talking point — an 
added service by the city correspondent. 


Whereas formerly the country banker 
looked with suspicion upon any inquiry 
I might make of him with reference to 
trust prospects in his community, now 
that his bank is to be made a part of the 
plan, he is happy to cooperate, in most 
instances, in trust new business efforts. 
It is explained that sometimes the pros- 
pect refuses to include the local bank in 
any trust capacity, in which event we 
reserve the right to proceed with our 
appointment alone. Frequently, people 
in small communities complain that in- 
formation is prone to leak from the local 
bank — even object to a local lawyer. 
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In almost every instance the local 
banker is willing to accept such a situa- 
tion so long as the will provides for re- 
tention of the commercial account. Even 
though the local banker feels a proprie- 
tary interest in all banking business in 
his community, he understands what we 
are doing and no longer resents our ef- 
forts. This bank relation factor is per- 
haps the most valuable feature of the 
plan. 

Once in a while a banker thinks his 
bank is qualified to render trust services 
when such is not the case, and doesn’t 
want to be molested. But in a great ma- 
jority of cases the local banker realizes 
that he has no alternative — if he doesn’t 
cooperate, we can still get the business 
and he is left out. 

A bank should not expect to put some 
new business man on this plan alone and 
have him bring in a lot of new business 
all of a sudden. This process develops 
gradually over the years but has the ef- 
fect of building a very sound and stable 
reputation for your bank throughout 
your entire correspondent area. In the 
past year, boards of directors of banks 
in four different towns have all agreed 
to use our plan. (There is nothing to 
sign —— it is purely a voluntary agree- 
ment and may be terminated at will. 


Results and Fees 


We have never had the slightest dis- 
agreement as to how the fee is to be di- 
vided. The important factor is to have it 
clearly understood by letter to the local 
bank that the fee is to be divided based 
upon the work done. No credit or advan- 
tage is to be given to the bank that orig- 
inates the business. The city bank fixes 
its fees based upon the value of the as- 
sets that come under its management. 
The local bank can always protect itself 
by having an understanding with the tes- 
tator that there might come a time when 
its trust department has grown to sufh- 
cient size that it is equipped to render all 
trust services. In that event, the testator 
can amend his will so as to eliminate the 
city bank entirely; and he might well 
promise, when that is called to his atten- 
tion, to make the change. 


One bank called us in to advise an old 
lady about a large farm that she had 
been managing for her two sisters and 
herself. That bank had trust powers but 
was not interested in any services except 
that of executor. All they wanted was to 
retain the commercial account. We are 
now managing the farm as trustee under 
the wills of all three of the ladies, now 
deceased. 
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In another case, where we were called 
in by the trust officer to help him develop 
some trust business, a doctor died jeay. 
ing $180,000 of bonds and life insurance 
and $135,000 of local stocks and real es. 
tate. The local bank as trustee employed 
us as its agent to invest the cash, manage 
the bonds, and help the attorney for the 
estate to prepare the tax returns. The 
local bank did all the work as executor 
and is managing the local items. 

The plan works best between a very 
large bank and those having no trust de. 
partments or one that is very small. Our 
bank has correspondent accounts from 
over 87% of the banks in the state. Most 
of these have no trust departments, nor 
are they interested in going into trust 
work, but they do want to have trust ser- 
vices available to their customers. We 
now have been appointed in some trust 
capacity by 250 persons from such com- 
munities outside of our immediate bank. 
ing area. Of that number, about 50 have 
some variation of the Coordinated Plan. 
Of course, some of these wills may be 
changed before death — but on the 
other hand, there must be many others | 
who have named us but not so advised us. 

Of the three plans available, the one 
in which both banks are named executor 
and trustee is the least attractive; but 
that is the one most correspondent banks 
prefer. If this plan is used, the will 
should specify which bank shall have 
final decision as to allocation of duties 
and apportionment of compensation. 
There should also be a provision permit- 
ting either bank to resign. Care should 
be exercised by the city bank in accept- 
ing such an appointment, with reference 
to the value of the estate and the char- 
acter of its assets. Don’t let yourself be 
appointed co-trustee in small estates or 
those having only local real estate or 
small locally-owned corporations. 

There is no easy method of procuring 
new trust business. There must always 
be a new business man to go out and 
get the trust prospect and bring him into 
the bank for an interview. If a salesman 
selling a service can be built up to his 
prospects as an expert, by some one else, 
the sale becomes much easier to close. 
Under this Coordinated Plan, the local 
trustman sells the city man as an expert 
on estate planning. Then when he comes 
into the local community, his work is 
half done and much easier to close. 


AAA 


e “Current Problems in Qualified Plans” 
was the subject of an address by Andrew 
H. Cox, partner of Ropes, Gray, Best, 
Coolidge & Rugg, at the March 15 meet- 
ing of the Corporate Fiduciaries Asso- 
ciation of Boston. 
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: ‘The Case of the 


: determined dowager 


(Hubert, the Harris Lion, relates a true story 


ry about an unusual service performed for one 
de. | of our correspondent banker friends) 
ur 
om 
ost 


**An officer of a correspondent 
bank of ours called us one day with 













































” an urgent plea for help. His elderly 
We mother, he said, was determined 
ne to visit our fair city to see the 
wy sights—and alone! 
uk. ‘“‘What’s more—she not only 
ave turned down his offer to drop all 
an. business and accompany her, but 
be insisted (with the tip of her cane) 
the that she’d brook ‘no interference 
ers on his part whatsoever. 
= ‘*“You can see the dual problem 
wes we faced. She had to be escorted — 
_ _and she had to be induced to ac- 
z F cept this gesture willingly. It was 
vill a situation that called for the serv- 
ws ices of a person with the wisdom 
ties of Solomon, and the adroitness of 
™ a foreign diplomat. 
mit: | “Our Mr. M. accomplished this 
yuld mission. Suffice to say—they saw 
ept: } the sights, lunched leisurely, and 
nce parted warm friends. For our part, 
har- we were pleased that things had 
E be turned out so well. 
_ ‘**You can be sure that any prob- 
- lem put to the Harris by one of our 
ne correspondents receives the per- 
aye sonal attention of our officers. Bear 
oni this fact in mind in considering a E 
‘ato new—or additional—correspondent 
at relationship here in Chicago.”’ 
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PLANNING THE ESTATE OF JOHN DOE 


Panel Deals with Business and Personal Assets 


RIGHT SOLU 


HERE IS NO SINGLE “ ng ie 
tion to the planning of an estate, 


declared John M. Zuber in opening the 
Estate Planning panel session at the Mid- 
Winter Trust Conference last month. 
The objective is to explore all possibili- 
ties, recognizing that many estate own- 
ers are unwilling to accept every sug- 
gestion, remarked the panel leader, who 
is vice president and senior trust officer 
of Republic National Bank of Dallas. 
Representing the members of the estate 
planning team in reviewing the hypo- 
thetical facts summarized elsewhere on 
this page were: Eugene J. Patton, 
C.P.A., Peat. Marwick, Mitchell & Co.. 
New York: Robert M. Lovell, senior vice 
president. The Hanover Bank, New 
York: Charles B. McCaffrey, Professor 
of Insurance. Wharton School, Univer- 
sity of Pennsylvania; and Joseph A. Mc- 
Clain, Jr.. Mabry. Reaves, Carlton, Fields 
& Ward. Tampa. 

After Mr. Zuber indicated that the 
first step is to determine the cash needs 
at death and that this involves a deter- 
mination of the value of the business 
which constitutes the bulk of John Doe’s 
estate, the analysis and planning devel- 
oped as summarized below. 





ESTATE PLANNING PANEL 
Left to right: Joseph A. McClain, Jr., of Mabry, Reaves, Carlton, Fields & Ward, Tampa, 


(lawyer) ; 
man) ; 


Robert M. Lovell, senior vice president, The Hanover Bank, New York (trust- 
John M. Zuber, vice president and trust officer, Republic National Bank of Dallas, 


(leader) ; Eugene J. Patton, Peat, Marwick, Mitchell & Co., New York City (accountant) ; 
and Charles B. McCaffrey, professor of insurance, Wharton School, University of Pennsyl- 
vania (life underwriter). 





PATTON: In appraising the fair mar- 
ket value of the shares of Doe Mfg. Co., 
an unlisted corporation, there must be 
taken into consideration, in addition to 
all other factors, the value of securities 
of similar or related companies. There 
are three possible bases of comparison: 
(a) price earnings ratio; (b) dividend 
yield; (c) market price in relation to 
book value. Taking the average of each 
criterion for four similar listed compa- 
nies produces these figures: (a) 14.5; 
(b) 4.1; (c) 197%. Applied to the Doe 
stock this would mean the following ap- 
proximate values per share: (a) $70; 


(b) $49; (c) $120, with an arithmetic 
average of the three being about $80, as 


compared with the stated book value of | 


$61 for the Doe stock. 

However, a realistic view of the Doe 
situation shows that the company is 
short of cash, John Doe is its sparkplug 
and the $2.00 dividend may be inappro- 
priate in relation to earnings (40%). 
At the same time, a buyer might be 
willing to pay a premium for the 70% 
controlling interest owned by Doe. 

While the Internal Revenue Service 
has for many years followed the valua- 
tion formula set forth in ARM 34, the 





PERSONAL DATA 


John Doe, 54, of Ohio, is president and | 
“sparkplug” of Doe Mfg. Co. His annual | 
income is $60,000 derived mainly ($42,- | 
000) from salary and bonus, with $14,000 | 


from Doe dividends and $4,000 from 
other sources. His wife, who is 45, has no 
assets but an expectancy of $50,000. They 
have a daughter, Sally, and Doe has a 
son John by his former wife who died. 
Doe has been sending his widowed mother 


$100 monthly for her support. He has an | 
Clara, who teaches in | 


unmarried sister, 


Tennessee where she lives in the family 


homestead inherited by her and John. 
She considers John’s children her only 
heirs. 


DOE MFG. CO. DATA 


This company, which manufactures au- | 


tomotive parts, has total assets of $1,- 


170,000 of which $100,000 is in cash and | 


$500,000 in receivables. Current liabili- 
ties aggregate $460,000 while debentures 
in the amount of $100,000 come due in 
1970. There are 10,000 shares of stock, 
$20 par, and surplus amounts to $410,- 


000. Sales over the past five years aver- | 


aged $1,220,000 and earnings $4.88 per 
share. The dividend paid has been $2.00 
annually. 
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John Doe’s Balance Sheet 
ASSETS 


Estimated 





Cost Current Value 
Residence (joint with wife) - oe $ 35,000 $50,000 
7000 shares — Doe Mfg. Co. (70%) s 140,000 427,000* 
Art objects and library 20,000 40,000 
U. S. Savings Bonds (joint with wife) - 3,750 5,000 
Listed common stocks _ 41,250 90,000 
Vacant lot — Florida 8,000 8,000 
Homestead in Tennessee (joint with ‘sister) . 6,000 6,000 
Life insurance 
Ordinary life (wife beneficiary) - 35,0007 
Group (estate beneficiary) __ 10,0007 
Doe Manufacturing Co. profit- sharing plan (death benefit) 50,000 
| Personal effects, automobiles, etc, - ' 8,000 5,000 
AE IEEE TELE TR YE: Seok FO) SRE IRONS ICTS REC 14,000 14,000 
$740,000 
+Face 
*Book 
LIABILITIES 
| Current: 
Mortgage note — Florida lot _..._. $ 5,000 
Bank loan (secured vale listed stocks) . 20,000 
ES RIES PN Ae een an 2 eee ED 1,000 
| In case of death: 
Last illness, burial, ete. __......_____. 4,000 
Estate administration expenses - Actes Bee Sh 35,000 
Death taxes (estimated minimum) __... 65,000 
$130,000 
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consensus of tax practitioners is that, 
since the promulgation of Revenue Rul- 
ing 59-60, less emphasis will be placed 
upon underlying assets, and the ARM 
approach will be replaced by the test of 
comparable companies listed on an ex- 
change or traded over the counter, A re- 


' cent newspaper analysis shows that Doe- 


type companies are yielding from 4.1% 
to 5.9%, so taking an average of 5%, 
a price of $40 per share can be set on 
the Doe stock. 

LOVELL: Is the $40 figure the asking 
price or the value which would be ac- 
cepted on the estate tax return? The 
final audit figure is what should be con- 
sidered in budgeting cash needs, and $40 
seems an unrealistic price with General 
Motors, for example, selling at $48 on a 
$2.00 dividend. It would be better in 
planning to assume a value closer to 
$50 than $40. 

PATTON: The $40 appraisal could be 
sustained for estate tax purposes by em- 
phasizing these four elements: loss of 
key executive, relatively small operation, 
shortage of working capital, and inabil- 
ity to pay more than $2.00 per share. 

In any event it would be conservative 
to use the higher book value figure in 
tentatively estimating cash needs. On 
that basis, estate taxes (including some 
state) would be $75.000 if the maximum 


marital deduction is utilized and $190,- 
000 if none is used, which together with 
debts and administration expenses esti- 
mated at $65,000 would require a cash 
minimum of $140,000 or $255,000. 

McCAFFREY: It is obvious that John 
Doe needs liquidity over and above the 
amount reserved strictly for taxes and 
expenses. But what are his objectives 
with respect to the business? If reten- 
tion is assumed, cash could be obtained 
through a Section 303 redemption or 
through insurance, the premiums on 
which could come from the existing 
profit sharing trust. A trust of insurance 
on the wife’s life is another possibility, 
to offset the loss of the marital deduc- 
tion if she should predecease Mr. Doe. 
No attempt should be made to fund any 
insurance with Doe’s personal dollars be- 
cause the wherewithal is lacking. Possi- 
bly the son’s salary could be increased 
to permit him to pay for new insurance. 

ZUBER: Since the liquid portion of 
the estate as now constituted is about 
$175,000, the next question is whether 
to reduce the cash requirements or, in 
the alternative, increase liquidity with- 
out seriously increasing taxes and ad- 
ministration expenses. 

McCLAIN: Cash requirements may be 
reduced in several respects. The Ten- 
nessee homestead, which is unproduc- 


tive, could be deeded to Doe's sister 
now and thus save taxes and ancillary 
administration expenses later. A much 
larger saving could be accomplished 
through the creation of an irrevocable 
trust consisting of Doe’s personal and 
group life insurance and perhaps as 
much as 600 shares of Doe stock, the 
income from which could be used for 
his mother, thus also achieving an in- 
come tax saving. 

LOVELL: This irrevocable trust — 
which could not qualify for the marital 
deduction — could well be a family trust 
with sprinkling characteristics, and in 
addition to the assets mentioned by Mr. 
McClain there could be included the 
cash death benefit under the profit shar- 
ing trust, making a total of $95,000 plus 
the 600 shares of Doe stock. If Doe 
wants this stock back eventually, the 
trust agreement could include a provi- 
sion for a reversion at the end of 11 
years as to this asset only. thus preserv- 
ing the permissible short-term status of 
this transfer without forfeiting the in- 
come tax advantage under the Clifford 
rules. The homestead could also be trans- 
ferred to this trust to assure eventual 
passing to Doe’s children but since the 
latter are stated to be the objects of the 
sister's bounty also, it can be assumed 
she would devise the property to them 
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and therefore an outright assignment is 
preferable. 


McCAFFREY: It is doubtful whether 


group life insurance can be assigned to 
escape estate taxes but no harm would 
be done in attempting it because Doe 
would be no worse off than he is now. In 
any event, the proceeds would be made 
payable to the trust. The income of the 
suggested trust could not be used to pay 
premiums on insurance on Doe’s life. 
Therefore, Doe must furnish the premi- 
um funds directly or via a bank-loan 
plan which is not objectionable in this 
type of income tax situation. The insur- 


ance could also be funded by split-dol- 
laring it with the corporation. 

LOVELL: The sprinkling power in 
the trustee could take care of the possi- 
bility of a divorce. To aid the trustee in 
exercising this discretion intelligently, 
the settlor would do well to indicate the 
order of priority in distributing income 
and principal; eg. “the woman to whom 
I am at any time married,” his mother, 
children, etc. 

McCAFFREY: There is no real reason 
for Doe to own as much as 70% of the 
Doe stock. He could dispose of as much 
of it as possible, keeping Section 303 
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in mind, but he should not put it in g 


reversionary trust as control over diyj. ~ 


dend policy might run afoul of the Clif. 
ford rules. 


ZUBER: With taxes and expenses | 
thus reduced, how can additional liquid. | 


ity be supplied? 


PATTON: Keyman insurance on Doe 


is indicated if the corporation is to be 
liquid enough to take advantage of the 
redemption privilege under Section 303, 
Whether the Doe shares are valued at 
$40,$50 or $60, they would represent at 
least 35% of the gross estate or as re. 
quired by that section, but under present 
conditions there is insufficient cash. 


McCAFFREY: Consideration should 
be given to retiring the 30% interest of 
the inactive stockholder. One way to ac- 
complish this would be through a private 
annuity undertaken by the corporation. 
This would permit reduction of the divi- 
dend rate now payable, which is tax-ex. 
pensive for Doe in his high bracket, and 
free cash for the purchase of a multiple 
purpose keyman policy which would pro- 
vide funds for redemption under 303, 
income continuation to Mrs. Doe pur. 


suant to a contract, and putting control | 


4 PAR 


in the son to eliminate potential friction | 


with his half-sister, 
The profit sharing trust (now worth 


close to $1 million) could take out and | 


own a keyman policy on Doe but this 
idea might not appeal to him since it 


does not make the money available to © 


him. It would be easier to use Doe’s al- © 


located portion of this trust to fund the 
insurance, and make it payable to the ir- 
revocable trust. The proceeds would be 
out of Doe’s estate and could be used to 
purchase assets from the executor. The 
regulations now permit a profit sharing 
plan participant to contribute up to 
10% to the fund. Another possibility is 
the split funding arrangement under 
which the cash value of the policy could 
be “purchased” with Doe’s allocated 


share of the profit sharing fund with | 


Doe personally paying the difference in 
the premium. 

ZUBER: What about benefits for Doe 
during his lifetime? 

LOVELL: As already indicated, the 
transfer of 600 shares to the trust to 
help support Doe’s mother would result 
in income tax saving. Since Doe intends 
his library and art objects to go ulti- 
mately to his alma mater, he could di- 
vest himself of the remainder interest 
therein, so much this year and in sub- 


sequent years to obtain the maximum = 


benefit of the income tax deduction for 
contributions to charity. He could do 
(Continued on page 283) 
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AIDS FOR SMALLER DEPARTMENTS 


HE PANEL ON PROBLEMS OF SMALLER 
Trust Departments at the Mid-Win- 
ter Trust Conferenec last month was 
moderated by D. W. Jurgemeyer, vice 
president and trust officer, Irwin Union 
Bank & Trust Co., Columbus, Ind. Panel 
members included: J. H. Bowen, vice 
president and trust officer, Union Na- 
tional Bank, Little Rock; W. L. John- 
son, vice president and trust officer, Se- 
curity-Mutual Bank & Trust Co., St. 
Louis; William B. Ogden, III, vice presi- 
dent and trust officer, Merchants Na- 
tional Bank & Trust Co., Syracuse; and 
Henry Toland, vice president and trust 
officer, Exchange National Bank, Tampa. 
Asked if a trust department should be 
maintained as a loss leader, Mr. Bowen, 
said “No,” but qualified his comment 
by saying a new trust department does 
not have to make money the first year. 
If profitable business is not developed 
within a reasonable time, however, the 
liabilities may far exceed the value in 
retention of banking business. 

Mr. Ogden said it is possible to de- 
velop business with part time personnel, 
but the tendency is for the person to do 
other things, and he did not know of any 
instance where “it has been done proper- 
ly.” Mr. Johnson added that continued 
operation with only part time personnel 
is dangerous. Mr, Jurgemeyer pointed 
out that every department represented 
on the panel had started on the one-man 
level, but now most of them are over the 
$5 million category. 

The making of a market research an- 
alysis was said to be possible on an eco- 
nomical basis. Mr. Jurgemeyer reported 
checking the county court records for 
10 years back. This offers the names of 
some prospects as well as showing which 
attorneys are writing most of the wills. 
The researcher should determine, for es- 
tates with and without wills, how many 
came from men and how many from wo- 
men. The source of real competition can 
be discovered and the survey should be 
followed up year by year to learn whether 
one’s percentage of the total business is 
improving. 

On solicitation of profit-sharing trusts 
the panel was divided. Mr. Johnson and 
Mr. Bowen favored it on the assumption 
that charges are adequate and the bank 
may get the personal estates of people 
involved. Mr. Toland considered the 
record keeping too demanding for a 
small staff. Mr. Ogden said his depart- 
ment now has 40 such trusts, but mostly 
as investment adviser rather than trus- 
tee, thus reducing the amount of record 
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keeping. Pensions he has avoided be- 
cause of this very difficulty, but a newly 
installed bookkeeping system will prob- 
ably lead to active solicitation of these 
accounts. 

The panel was well agreed on adver- 
tising, stressing direct mail and personal 
follow-up, but not overlooking newspa- 
per advertising, especially of the kind 
that builds up the lawyer, life under- 
writer and accountant. Mr. Jurgemeyer 
said he used two prospect lists to sepa- 
rate those subject to Federal estate taxes 
from the others, 

In the matter of accounting statements 
to beneficiaries, the panel considered 
these good lines of communication. Mr. 
Johnson sends more frequent reports on 
income remittances, semi-annual princi- 
pal statements and annual reviews with 
recommendations. One must “simplify” 
for the customer, he said. Mr. Toland 
sends a typed annual accounting in con- 
siderable detail. Mr. Bowen uses a com- 
bination of ledger sheet copy and at- 
tached special forms. The first such re- 
port to a new customer is usually deliv- 
ered in person and explained. 

To make a small department profit- 
able, the panel said, above all, do a good 
selling job. Know your costs. Go after 
executorships. Select accounts with care. 
Have an adequate fee schedule. 

On a show of hands, only one of those 
present indicated that his department is 
on “some sort of cost basis.” Mr. Jurge- 
meyer recommended the Trust Division’s 
Manual on Cost Analysis and the panel 
noted that a department should at least 
know its direct costs, to persuade man- 
agement that the department is not “los- 
ing money.” 

Asked how a small trust department 
without a Common Trust Fund could 
handle Keogh type accounts, the panel 
was largely of the opinion that it sim- 
ply could not do so, However, Mr. To- 
land said they could either proceed to 
set up a Common Trust Fund or turn to 
mutual funds. Mr. Ogden suggested that 
a closer relationship with larger corre- 
spondent banks might help or that States 
could set up their own state-wide fiduci- 
ary funds. Mr. Jurgemeyer urged a thor- 
ough and intelligent exploration of the 
situation, pointing out that banks did 
not get into the small loan business until 
almost too late, nor do enough financing 
housing and thus indirectly fostered de- 
velopment of building and loan associa- 
tions. 

The panel agreed that an approved 
list is desirable. Mr. Toland said his de- 


partment had about 25 stocks on the list, 
but held another 400 which had been 
retained in various accounts for indi- 
vidual reasons. Three of the speakers 
mentioned the firm of Studley, Shupert 
& Co. as offering the kind of investment 
service that smaller departments need. 
Closer contact with correspondent banks 
and with brokers (“keeping in mind 
they are selling”) were mentioned as 
other sources of information. In any 
case, the trust investment committee must 
finally make its own decision and be 
careful to fit the needs of individual 
trusts. At least two directors who are 
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sound business men should be on that 
committee. 

The use of mutual funds to solve the 
investment problem was questioned on 
two counts. It was thought difficult to 
justify the extra charge, but some de- 
partments, it was said, modify charges 
for accounts invested in mutual funds. 
The other point was the danger of sur- 
charge for delegating decisions. Mr. To- 
land thought the mutual funds were bet- 
ter than breaking “your own invest- 
ments down into fragments.” Mr. Jurge- 
meyer called the funds “our competi- 
tion.” 

The place of a bank’s own stock in a 
trust account brought from Mr. Bowen 
the advice never to buy it and almost 
never to hold it. When held, the direc- 
tion or authority to hold should be 
spelled out in the controlling instrument, 
or this particular decision might be dele- 
gated (in the instrument) to some per- 
son — perhaps a beneficiary or a co- 
fiduciary. Mr. Jurgemeyer said that to 
hold the bank’s stock one has to get in- 
demnification or a court order, and that 
it may be difficult to sell wisely if the 
bank is subject to rapid growth.Mr. 
Bowen offered three suggestions for sell- 
ing in a limited market: let the instru- 
ment contain instructions regarding sell- 
ing; ask a broker to work on it at leisure 


and without conferring with the bank in 
search of the best price; ask for bids 
from people known to the bank. The di- 
rectors can help out on this problem. 
Mr. Johnson said that marketability is 
one of the earmarks of good investment 
and that explanations to people as to 
why the bank’s stock could not be held 
was a real selling job. Asked about co- 
fiduciaries refusing to sell, the panel 
said this does not relieve the bank’s re- 
sponsibility, but does soften it some- 
what. Mr. Jurgemeyer observed that 
such a disagreement obligated the bank 
to take the issue to court. 

Reviews of trust investments were 
rather similar in the trust departments 
represented on the panel. A continuous 
review of stocks is paralleled by regular 
analyses by the trust investment com- 
mittee of a limited number of stocks at 
each meeting. At the initial review of 
any particular account, details of the 
controlling instruments are discussed 
and a program for investment worked 
out, Each account is reviewed every 8 or 
9 months and sometimes more often. Mr. 
Ogden said his department worked out a 
form to contain all pertinent informa- 
tion. This is projected on a screen and 
permits the entire committee to concen- 
trate on the same account at the same 
time. 








The best ways of getting new busi- 
ness, the panel agreed, are: Get enthusi- 
astic yourself. Have at least one full time 
new business man, trained in estate 
planning and with enthusiasm and a 
good prospect list. With management 
backing one man can produce $10 mil- 
lion of trust business a year in a rela- 
tively short time. Sign up your own of. 
ficers and directors first. Use contingent 
trust or executor appointments to get 
your foot in the door. If you don’t have 
a full time man, move toward that ob- 
jective as fast as you can. And “be sure 
you can handle the business.” 


A A A 
Mass. Trust Assets Up 8% 


Total personal trust assets in state 
chartered banks and trust companies of 
Massachusetts rose from $2,566,064.000 
at the 1958 year-end to $2,769,165.000 
on December 31, 1959. Of this total 
45.6°° was in stocks compared to 46.3% 
a year ago. The Federal, state and muni- 
cipal bond holdings moved in the op- 
posite direction from 26.5% in 1958 to 
27.6%. Other bonds remained at 21%. 
Total assets as agent, custodian, etc. in- 
creased from $4,080.710,000 to $4,407,- 
937.000 and assets as corporate agent or 
trustee grew from $372,838,000 to 
$401,183,000. 











La Salle and Monroe Streets 


Chicago, Illinois © Financial 6-5500 
New York Representative: 15 Broad St., N. Y. 


When your client has interests in Illinois... 






Northwest Corner 


MEMBER F.D.1I.C. 


... you can refer him to The Northern Trust 
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PANEL CONSIDERS KEOGH BILL 


N OUTSTANDING FEATURE OF THE 

Pension and Profit-Sharing Trusts 
session of the Mid-Winter Trust Confer- 
ence last month in New York City was a 
panel discussion of the Keogh Bill, al- 
ready passed by the House. This meas- 
ure is designed to extend to self-employed 
persons tax-deferred benefits similar to 
those now enjoyed by beneficiaries of 
qualified pension plans. 

As of the moment, the panelists re- 
ported that Senator Byrd of the Senate 
Finance Committee has apparently taken 
a more favorable attitude toward the 
bill. If reported out by this committee, 
majority opinion is that it will pass the 
Senate and a veto from Mr. Eisenhower 
is unlikely in view of his support in 
prior years. 

Cecil P. Bronston, chairman of the 
Trust Division Committee on Employees’ 
Trusts and vice president, Continental 
Illinois National Bank and Trust Co. of 
Chicago, acted as leader of the panel 
with the assistance of Charles M. Bliss, 
executive vice president, The Bank of 
New York, New York City; Richmond 
M. Corbett, trust officer. Chicago Title 
and Trust Co., Chicago; and C. R. 
Miller, vice president and trust officer, 
City Bank and Trust Co., Jackson, Mich. 

The trust fraternity has shown un- 
usual interest, said Mr. Bronston, in the 
progress of this measure through Con- 
gress and the bulk of the questions sub- 
mitted demonstrate their desire to plan 
in advance of its enactment how trust 
companies can best function and even, 
in some cases, whether they will wish to 
enter this new field. 

On the last point, the panelists left no 
doubt of their belief that the answer 
should be in the affirmative. Messrs. 
Bliss and Corbett stated that not all in- 
stitutions could or should try to handle 
such business and that possibly smaller 
banks might have more desire to do so 
than the large metropolitan trust com- 
panies. The bill has, however, from its 
inception contemplated trust companies 
as one of the two fund custodians and, 
as an industry, banking should not shirk 
its duty and permit the business to go 
by default to insurance companies or 
mutual funds. A positive attitude should 
go hand in hand with this unique op- 
portunity to democratize trust services 
to a degree unknown until now and, if a 
fair fee schedule is set, it can presuma 
bly be made worthwhile and self-sustain- 
ing, 

Mr. Bliss, as representative of a large 
city bank, reported its confidence in be- 
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ing able to build up a substantial volume 
of systematic saving on the basis of cult- 
ivation of more than 30,000 professional 
people of substance. Mr. Miller said that 
his institution estimated at least $100,- 
000 annually from the Jackson service 
area and that the great interest in such 
trusts was proven by the better than 
20% return on direct mail inquiries. 
Mr. Corbett outlined some of the pros 
and cons of acting under the projected 
legislation. There are uncertainties as to 
complications in working closely with 
the Internal Revenue Service (as well as 
other regulatory bodies) and what in- 
formation they may demand; detail 
work in keeping individual account rec- 
ords; and the unanswered question of 
costs and profitability. The positive side 
has been stated previously, with the ad- 
ditional hope that more new Keogh cus- 
tomers exposed to trust services may 
generate more trust or other depart- 
mental business. 
Queried on SEC complications where 
a bank might come under its jurisdic- 
tion, Mr. Bliss said the Commission 
might merely ask for a declaration that 
a bank is operating a Keogh fund, per- 
haps with financial statements or with 
names of officials, directors or trustees 
and their background. Preparation and 
distribution to each prospective custom- 
er of a complete prospectus is unlikely. 
As the bill now stands, a trust com- 
pany might operate in one of three 
ways: by executing an inter vivos trust 
which would invest in permissive invest- 
ments or by participation in a common 
fund set up by the bank for that pur- 
pose; by establishment of a group trust 
with individual accounts for collective 
investment; or the bank might act as 
declarer of a trust in which the individ- 
ual could make deposits in accordance 
with legal limitations. Mr. Bliss observed 
that the individual had the obligation to 
comply with the limitations set by law 
and that the bank could protect itself by 
proper wording of the entry forms. 
Panel opinion favored doing business 
directly with individuals rather than 
with organized groups, with varying 
participation in bond and stock funds, 
wherever possible, for flexibility. Ac- 
cording to Mr. Bliss, 95% of respond- 
ents to an inquiry wished some equity 
representation in their accounts. All in- 
come would be added to the fund and 
charges deducted therefrom, all of which 
would be reflected in unit valuations. 
Inasmuch as payments into whatever 
operating method were employed would 


be made periodically rather than on a 
one-shot basis, Mr. Miller expressed pre- 
ference for running a regular bookkeep- 
ing system which would provide proper 
tickets for record and report purposes, 
rather than through a savings account. 

According to Mr. Bronston, if ABA- 
suggested amendments are incorporated 
into the bill, common funds could be 
used to handle Keogh accounts. Collec- 
tive pension funds would, however, re- 
quire amendment to Section 10(c) of 
Regulation F and informal assurances 
that this will be forthcoming if the bill 
is enacted have been received. 

In conclusion, Mr. Corbett stressed 
that when the time comes to set up trusts 
under this legislation, the trustees should 
seize this chance to set a realistic fee for 
rendering a valuable service. He sug- 
gested something in the range of 1% on 
each deposit and withdrawal, and in ad- 
dition an investment management fee, 
the last, of course, being a matter for 
individual institutional decision. Inas- 
much as the principal amounts would 
not be large, there would be no need 
for a declining sliding scale as in the 
case of normal pension funds, and even 
if the principal charge were reduced to 
14 of 1%, the return might prove quite 
satisfactory as volume accumulated. 
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SUGGESTIONS FOR MEDIUM 
TRUST DEPARTMENTS 


NE OF THE FIVE CONCURRENT SES- 
QO sions on the Tuesday afternoon 
program of the Mid-Winter Trust Con- 
ference last month dealt with Medium 
Trust Departments, and included a panel 
moderated by Robert F. Dewey, vice 
president and senior trust officer, First 
National Bank of Arizona, Phoenix. 
Other panel members were James F. 
English, Jr., vice president, Connecticut 
Bank & Trust Co., Hartford; Stetson B. 
Harman, vice president and trust officer, 
First National Bank of Oregon, Port- 
land; Howard J. Johnson, vice president 
and trust officer, American National 
Bank & Trust Co., Chicago; and Joseph 
L. Whyte, vice president and trust offi- 
cer, American Security & Trust Co., 
Washington, D. C. 

Asked to comment on newspaper ad- 
vertising, direct mail and personal calls 
as methods of obtaining trust new busi- 
ness for a $55 to $60 million department, 
the panel agreed that the first was not 
enough by itself, the second gave “a lot 
for your money” and the third is used 
principally for closing desirable trust 
business resulting from leads given by 
commercial officers and others. Such 
leads leave little time for “cold calls,” 
which are in any case a waste of time. 
A distinction should be made between 
“doorbell ringing” and personal calls. 
All officers in Mr. Johnson’s bank, when 
making calls, carry a kit that includes 
trust department information. Each off- 
cer must spend a half day a week making 
calls. 

The use of a full time new business 
man, according to Mr. Harman, can be 
afforded if the bank’s territory offers 
sufficient scope. Mr. Johnson pointed out 
that every trust department meets the 


experience of “growing pains.” Some- 
times the expense seems to keep pace 
with added income. Gradually one must 
employ different types of officers, and 
this requires more secretaries. A service 
department, however, when the depart- 
ment attains sufficient growth, can take 
over some of the duties not properly be- 
longing to officers and can be a training 
ground for future officers. Mr. Dewey 
reported a gradual swing to employ- 
ment of more mature secretaries who 
stay with the bank longer than the 
younger girls who are apt to marry and 
give up their job. Mr. Whyte stated that 
his department is currently re-checking 
every operation because of growth and 
a recent merger. The head of the opera- 
tions division is a member of the com- 
mittee doing this work and the results 
are proving very beneficial. 

Commenting on the volume of assets 
needed for establishment of a Common 
Trust Fund, Mr. English advised that the 
important figure is not the total of de- 
partment assets but the number of ac- 
counts that could be put into the Fund. 
After analysis of both present accounts 
and potential, he said, the advantages 
and disadvantages could be weighed. He 
considered $300,000 to $500,000 a rea- 
sonable Fund volume. His own bank’s 
Fund (started September 1958) has 
grown to over $3,000,000, he said, but 
his bank has more than the average 
number of small accounts. 

In regard to “dual” (equity and fixed 
income) funds, Mr. Dewey said his 
bank chose this form of Common Trust 
Fund operation. Mr. Whyte said his 
Fund had been divided in this manner 
to give more flexibility, and both Mr. 
Johnson and Mr. Harman said plans had 








MEDIUM TRUST DEPARTMENTS PANEL 


From left: James F. English, Jr., vice president, Connecticut Bank and Trust Co., Hartford; 

Stetson B. Harman, vice president and trust officer, First National Bank of Oregon, Pori- 

land; Robert F. Dewey, vice president and senior trust officer, First National Bank of 

Arizona, Phoenix (leader); Howard J. Johnson, vice president trust officer, American 

National Bank and Trust Co. of Chicago; and Joseph L. Whyte, vice president and trust 
officer, American Security & Trust Co., Washington. 
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been made to split their Funds. From ihe 
floor, a representative of Nashville Bank 
& Trust Co. said his bank was well sat- 
isfied with the dual fund arrangement 
and would not consider going back to a 
balanced fund. The discussion brought 
out the opinion that a typical “widow’s 
account,” under the dual system, would 
be invested wholly in the fixed income 
portion. Mr. English stated that his 
bank had felt no compelling reason for 
splitting its Fund, but for pension and 
profit-sharing trusts they do maintain 
separate bond and stock funds. 


The use of an approved investment lisi 
was favored by the panel, but with 
qualifications. It should not be either too 
big or too small and should not include 
municipal bonds (which would be con. 
sidered apart from the approved list), 
Also, one must expect that agency ac- 
counts will go outside of the list. 
Changes on the list should be authorized 
by the trust investment committee. These 
can be set up under headings for “addi- 
tions,” “hold, but don’t buy” and “actu- 
ally sell.” Any changes under the last 
heading should receive immediate atten- 
tion. A show of hands indicated that the 
majority of the trust departments repre- 
sented use an approved list. 


The amount of net income a trust de- 
partment should produce was considered 
a matter involved with too many debat- 
able factors to set a standard. It was 
said, however, that when salaries get be- 
low 63% of gross commissions, the de- 
partment is at the break-even point. 
Total retainer for the departments repre- 
sented on the panel, they said, averaged 
a little below 50% of gross commissions. 

A generally accepted method of re- 
porting trust department results is great- 
ly needed and would make possible true 
comparisons, Mr. Johnson observed. It 
would be interesting to compare earn- 
ings based on gross income. He suggest- 
ed 15% of gross commissions as a “de- 
sirable” return for a trust department 
and an encouraging number of those 
present indicated they had reached this 
objective. The effort to ascertain the 
relative success of branch trust offices, 
Mr. Dewey said, meets much the same 
problem as in comparing the trust de- 
partments of different banks. The share 
of general branch or bank expense allot- 
ted to the trust department, and the 
allowance of credits, must be compar- 


able. 


Reports to customers, in Mr. Har- 
man’s department, show assets of the ac- 
count for three successive years and any 


(Continued on page 254) 
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Mopern Estate Tax RELIEF 


Minimum Deposit Plan with Insured Loan 


GEORGE S. VRIONIS 


Associate Manager, Phoenix Mutual Life Insurance Co., New York City 


Editor’s Note. Recently the Insurance 
Department of the State of New York, 
after extensive study and a public hear- 
ing on the so-called “Minimum Deposit 
Plan,’ issued Regulation #39, effective 
November 1, 1959, prohibiting the pay- 
ment of the first annual premium 
through borrowing, at inception, the high 
first year cash value from the issuing 
company. The Regulation, however, does 
not prohibit the policyholder from pledg- 
ing the first year value as collateral 
for a bank loan. The practical effect 
of Regulation #39 is to prevent the 
disparity between the cash values avail- 
able in high early cash value policies 
and those under essentially similar poli- 
cies issued prior to the inauguration of 
minimum deposit plans, thus eliminating 
what was felt to be a discriminatory 
practice. The insurance companies them- 
selves have adapted restrictive safe- 
guards, such as requiring that the ap- 
plicant have a substantial income to 
justify the purchase of a “Minimum De- 
posit” policy. 

Companies issuing minimum deposit 
plans have devised various means of 
insuring against the dimination of the 
policy by virtue of the loan against it, 
when death occurs on or before age 65. 
Some have used the “fifth dividend op- 
tion” which provides that dividends be 
left at interest and the accumulated 
amounts used to purchase one year re- 
newable term insurance to insure the 
policy loan in whole or in part while 
others issue policies or riders which pro- 
vide an additional death benefit equiva- 
lent to the cash value for ten years or 
to age 65, whichever is later. But all 
companies doing business in New York 
State are governed by Regulation #39. 


x; OF THE PRIME OBJECTIVES OF 
estate planning is to minimize and 
provide against estate shrinkage caused 
by taxes, administration expenses, debts 
and the like. Life insurance has long 
been recognized as generally the ideal 
Vehicle for supplying “cheap dollars” to 
meet these charges and to guarantee 
liquidity where “frozen assets” consti- 
tute the bulk of an estate, or where cash 
is required for partnership, close corpo- 
tation, and sole proprietorship purchase 
agreements. But with high taxes, coupled 
with in{lation and the fact that premiums 
are not deductible for income tax pur- 
poses, it has become increasingly difficult 
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to induce an estate owner to purchase the 
required life insurance. One popular 
method devised to escape from the 
dilemma was the so-called “Bank Loan 
Plan.” The eariy cash values were usual- 
ly so low, however, that it was necessary 
to pledge securities or existing life in- 
surance policies with sufficient values in 
order to obtain from the bank the cash 
with which to pay premiums in the early 
years. 

About three years ago, a few life in- 
surance companies introduced the “Mini- 
mum Deposit Plan,” the basic advan- 
tages which were very high first and 
early year cash values, and a slight re- 
duction from the usual premium. This 
was made possible by several factors: 


a) reduced first year commission 
to agent 

b) minimum policy of $15,000 to 
$25,000 

c) annual premium only 


This type policy eliminated the need 
to pledge securities or other assets to a 
bank. The high first year “full reserve” 
enabled the insured to reduce his initial 
premium outlay by some two-thirds, de- 
pending on his age, through borrowing 
the high cash value at the outset. Since 
the interest on the loan is deductible for 
income tax purposes, the higher the tax 
bracket of the insured, the more attrac- 
tive the policy due to the reduction in 
net cost. 


Added Protection 


But even this new contract had a dis- 
advantage — the borrowed cash value, 
on the death of the insured, was deduct- 
ed from the face amount of the policy so 
that if $100,000 was required for estate 
tax liquidity, it was necessary to pur- 
chase some $150,000 to hedge against 
too great a reduction in net proceeds in 
the later years. To meet this objection, 
several life insurance companies about 
two years ago announced an added fea- 
ture — the full face amount of the policy 
would be paid if death occurred on or 
before the 65th birthday of the insured. 
In other words if the insured, having 


purchased a $100,000 policy at age 35, 
and borrowed 95% of the cash value 
each year, died 20 years later, he would 
have borrowed $40,981 of the actual 
cash value ‘of $44,100. The net death 
benefit payable to his beneficiary would 
be the fact amount of the policy — 
$100,000, plus the difference between the 
actual cash value and the amount bor- 
rowed or a total of $103,119 — minus 
any interest for the fractional period. 

The policy may be continued after age 
65. but at the death the cash value bor- 
rowed would be deducted from the face 
amount, with a reduction in premium 
averaging about $500 per year. In many 
cases, perhaps the majority, the need for 
the original amount of life insurance for 
liquidity purposes would not be as great 
at 65 as it was, say at 40 or 45, because 
of the diminution of the estate through 
gifts to charity and members of the fam- 
ily, sale of a business interest, retire- 
ment, etc. To one who purchases this 
new contract to create a life insurance 
estate because of its low net cost, it may 
be pointed out that the reduction in the 
death benefit (with the automatic reduc- 
tion in premium after age (65) is not 
too important when it is considered that 
as children themselves age, the parent’s 
obligations and the corresponding need 
for life insurance diminish, just as with 
a “Mortgage Retirement” pcelicy which 
reduces each year as the mortgage is 
amortized. 

Here is a simple situation. A man age 
15 in the 72 bracket needs $300,000 
additional insurance for estate tax pur- 
poses. The annual premium on this spe- 
cial contract is $11,994. To pay that 
amount out of income would require 
$42,836 gross. In seven years and 127 
days he would earn the entire $300,000 
on which he has paid income taxes of 
$216,000. Under the plan described here 
his outlay would be only $4,014 the first 
year, $3,019 the second year (dividends 
not guaranteed). 


Features of Plan 


One important phase of this new con- 


253 








if 


tract is its flexibility. In the early years, 
say at age 30 or 35, when the young 
executive with a family is finding it dif- 
ficult to make both ends meet after buy- 
ing a home with all its concomitants — 
furnishings, car, country club dues, etc. 
— he may need the most protection for 
the least out-of-pocket cost. As his in- 
come increases, he may begin to pay off 
the borrowed cash value or borrow less 
each year. He may pay the entire gross 
premium, allowing the total cash values 
and dividends to accumulate, to be used 
for his retirement at or about 65. 

Another feature of this new contract 
is that it is available to women at a three 
year reduction in age, i.e., a woman age 
42 may purchase this policy at the same 
rate as applies to a man of 39. 

For many executives who wish to re- 
tain equity investments or cash in their 
own business or are otherwise limited in 
net spendable income, this minimum de- 
posit plan is ideal. It is equally as good 
for corporations and partnerships that 
need life insurance protection on stock- 
holders or key men. 


A AA 


e The 1962 annual meeting of the Mil- 
lion Dollar Round Table, July 15-20, will 
be held at the new Queen Elizabeth Hotel 
in Montreal. 
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MEDIUM DEPARTMENTS 
(Continued from page 252) 
recommendations to be offered. The cov- 
ering letter may be written in the invest- 
ment or real estate departments, but is 
always signed by the trust administra- 
tive officer. The manner of handling re- 
ports, Mr. Johnson noted, might depend 
on how a particular trust department 
“grew up.” Mr. English stated that ad- 
ministrative officers in his department 
are now receiving investment training. 
In the majority of banks represented in 
the audience, it appeared, the invest- 
ment department is part of the irust 

department. 

In preparing an investment review for 
the directors’ committee, Mr. English 
said, the basic data may come from the 
investment department or perhaps from 
the firm of Studley, Shupert & Co. The 
trust officer then checks that material 
hefore presenting it to the directors. 
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BONDS FOR TRUSTS 


(Continued from page 208) 


portantly based on earnings in the 
case of stocks, on money rates in the 
case of bonds, and on supply and de- 
mand in the case of both. 

4. A bond investment today at 5% 
will outrun a stock now bought at 
2%% until the latter doubles its divi- 
dend, which, barring changed payout 
ratio, means doubling its earnings. 

5. Excessive short term enthusi- 
asm and the instinct to follow the herd 
sometimes project nonsustainable buy- 
ing movements in securities, just as 
in other goods and services. 

6. Performance speaks louder than 
words; selection is all-important. 


The time may come when data-proc- 
essing techniques will make our invest- 
ment decisions; until then, human judg- 
ment will be involved. As trustees, we 
must and we shall be prudent. We shall 
consider probabilities rather than possi- 
bilities. If we believe that pendulums 
swing, that balls bounce, and that New- 


ton’s laws of motion are effective. we 
shall wish to hold bonds as well as 
stocks. 

Then, too, we have some duty to our 
trusts to see that the investment climate 
for bonds is sound, for if it is not, in the 
long run neither will be the climate for 
stocks. Prospects of periods of deflation, 
falling commodity prices, and contract- 
ing debts all merit our attention. 
Through balance and restraint, we may 
serve our trusts with constancy of pur- 
pose and peace of mind. Prepared for 
any contingency, we shall be guided by 
market action itself and shall not try to 
force markets to meet our preconcep- 
tions. Exercising common sense, we shall 
need no legal protection. 


A A A 


INVESTMENT COMPANY NOTES 
(Continued from page 232) 
separate purchases to obtain the more 
favorable group selling costs. Permis- 
sion for advance or bonus payments in 
unlimited amounts to affiliated persons 
was also refused, but modified requests 
limiting these amounts will be consid- 
ered. Redemption value of the variable 
contract must be paid within seven days 
after request is made during the pay-in 

period. 

As the decisions relate to stock life 
companies whose primary business is 
selling variable annuity contracts, their 
applicability to large mutual companies 
primarily writing conventional type pol- 
icies is not clear. Prudential Insurance 
Co. has cleared both its individual and 
group contracts with the New Jersey In- 
surance Department, alihough of course 
agents must be examined and licensed 
before the state authorities give the go- 
ahead signal. The big question mark. 
on final clearance, however, is the S.E.C. 
and Pru is now on its way to Washing: 
ton. When its first variable contract will 
be offered to the public is thus purely 
a matter of speculation. 
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13 HINTS ON DRAFTING WILLS 


FRANK O. WALTHER 
Trust Officer, Girard Trust Corn Exchange Bank, Philadelphia 


As to Wills 


1) Specific bequest to spouse of tang: 
ible personality: 


Where it is desired to have the entire 
estate pass to a spouse if surviving, it in 
two bites: a specific bequest of tangible 
personal effects (including a car or boat 
or farm machinery) and a general be- 
quest of the residue. Otherwise, the value 
of a distribution of the tangible person- 
alty will be income taxable to the dis- 
tributee limited in amount, however, by 
the total of amount of any income re- 
tained in the estate during the taxable 
year. 


2) Bequest of insurance relating to 
tangible personal property: 

Include a bequest of insurance relat- 
ing to personal effects in order to obvi- 
ate need to have distributees purchase 
the same. Also in case of loss at death, 
the insurance proceeds replace the lost 
item. 


3) Death taxes paid from principal: 


Have the tax clause indicate that 
death taxes are to be paid from principal 
so that it will not be necessary to recoup 
(state) inheritance taxes on income in- 
terests from such income. 

Section 718(b) of proposed Pennsy]l- 
vania Inheritance Tax Act of 1959 
would remove necessity of such a pro- 
vision. 


4) Payment of wife’s funeral and last 
illness expenses: 


In wife’s will provide that her estate 
is to pay the funeral expenses and ex- 
penses of last illness; her husband is 
otherwise liable. 


9) Allocation of deductions to estate tax 
or income tax: 


In substantial estates or where the 
beneficiary may be in a substantial tax 
bracket, include a clause as to allocation 
of deductions available for income tax 
purposes or Federal Estate Tax purposes, 
and without regard as to whether a 
marital deduction trust may be _in- 
creased by reason of such allocation. 


6) Spendthrift clause: 


Include such a clause even in simple 
wills where the whole estate is going 





From address at Philadelphia Estate Planning 
Council, Dec. 3, 1959. 
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outright. Do not require the personal 
receipt of the beneficiary as the only 
sufficient acquittance of the executor or 
trustee, as it usually conflicts with “use 
and apply” clauses and prevents deposits 
in checking accounts without obtaining 
separate receipts. 


7) Marital Trusts: 
(a) Maximum amount of Marital Trust 


Where estates of under $120,000 are 
involved make the marital trust only ex- 
actly sufficient to provide for a reduction 
of the Federal estate tax to the lowest 
possible amount, otherwise the marital 
trust may be larger than necessary. 


(b) Power of appointment exercisable 
by specific reference — 

Provide that the general power of ap- 
pointment in the wife must be exercised 
by specific reference thereto only in her 
will so as to avoid an inadvertent statu- 
tory exercise of the power by a residu- 
ary clause of wife’s will under Section 
14 (14) of Wills Act of 1947 (and simi- 
lar laws in some other states). Also 
provide that it is specifically exercisable 
in favor of wife’s estate, to conform lit- 


erally to the provisions of IRC Section 
2056. 


(c) Payment of increase in death taxes 


Provide that in default of exercise of 
the power of appointment, there shall 
first be deducted any increase in death 
taxes and administrative expenses in the 
wife’s estate over such taxes and ex- 
penses if there had been no power of 
appointment taxable therein, before the 
balance of Marital Trust is added to the 
Residuary Trust. This provision should 
not be just a pro-rata reimbursement 
since the latter still leaves the wife’s own 
estate subject to Federal estate taxes at 
rates higher than would be the case if 
no power of appointment has been in- 
volved. 


(d) Assets allocated at Federal estate 
tax values — 


Where a separate marital trust (money 
legacy trust as distinguished from a 
trust equal to a fraction of residue) is 
involved provide that any assets alloca- 
ted thereto be allocated at values as 
finally determined for Federal estate tax 
purposes, in order to avoid capital gains 
taxes incident to the transfer. 


(e) Common disaster clause — 


Include a common disaster clause pro- 
viding for a presumption of survival of 
the spouse to preserve the marital deduc- 
tion saving in such event, but do not 
include a similar clause also in spouse’s 
will, since the two clauses would be 
mutually antagonistic. 


Oo 


8) Discretionary use of principal: 


Do not have a trustee who is also a 
beneficiary participate in the discretion- 
ary use of income and principal for his 
or her own benefit. This may equal a 
power of appointment which makes the 
trust taxable in such trustee-beneficiary’s 
estate. 


9) Right to invade principal where 

charitable remainder involved: 

Where a life estate is followed by a 
charitable remainder, limit the right of 
invasion of principal to an ascertainable 
amount since otherwise the charitable 
deduction will not be available for Fed- 
eral estate tax purposes. 


As to 10-Year Term Trusts 
1) Later additions: 


It is better not to put authority in the 
trustee to accept later additions since the 
trust will not qualify for income tax 
purposes as to such additions if the 
term as to them is not at least ten years. 
(Although this would be all right if trust 
is limited to life of income beneficiary. } 


2) Payment of capital gains: 

Do not provide for payment of capi- 
tal gains taxes from principal. If the 
income beneficiary is to pay them, then 
the income beneficiary should also re- 
ceive the gains. If income beneficiary 
receives gains, a complex gift tax prob- 
lem arises. 


3) Amortization of premiums: 


Do not provide for amortization of 
premiums from income (Principal and 
Income Act of 1917, Section 6). 


4) As guardian of minor beneficiary: 

Where a beneficiary is a minor, make 
the trustee also a guardian to receive 
and apply the income, since there is 
some question as to the legal ability of 
a settlor to make a minor eligible to re- 
ceive income directly. 


Miscellaneous Trusts 
1) Charitable Trusts for Scholarships: 


Do not authorize repayable loans as 
this becomes an administrative headache. 


255 








2) Business Insurance Trusts: 


If excess purchase price {over avail- 
able insurance) is payable in notes, have 
the notes delivered to the personal re- 
presentative of the deceased stockholder 
together with the stock collateral. 


3) Life Insurance Trusts: 


Provide that additions are to be sub- 
ject to approval by trustee. In irrevoc- 
able trusts include a direction, in case 
of notice of default of payment of pre- 
miums, as to taking paid-up insurance, 
cash surrender value, or a premium 
loan, since, even though the trustee is 


purportedly relieved of the duty of pay- 
ing premiums, the trustee nevertheless 
has an underlying duty to preserve the 
policies as assets of the trust. 


4) Minority Clauses: 


Provide for the termination of trusts 
too small for practical administration by 
payment outright to the person having 
custody of minor or into a savings ac- 
count payable to the minor at majority. 

A AA 

BERT BELL, commissioner of the Na- 
tional Football League, named Fidelity- 
Philadelphia Trust Co., co-trustee in his 
will. 
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Common Trust Funds Ove 


$2.7 Billion 


A study of 366 Common Trust Fu. ds 
as of the available valuation dates nv-ar- 
est to the 1959 year-end shows aggregate 
holdings of $2,700,719,000 of which ~|.- 
428.628.000 was invested in comnion 
stocks, This compares with 1958 figures 
for 300 Funds of $2,406,935,000 ital 
volume with $1,268.908,000 in common 
stocks. The aggregate common stock seg- 
ment has remained at 53%. 

The number of strictly common stock 
funds, however, has almost doubled in 
a year, increasing from 27 to 52. Most 
of this increase has come from banks 
establishing “dual” equity and fixed in- 
come funds (cf. T&E Dec. 59 p. 1207) 
or from dividing in this manner a dis- 
cretionary fund already in operation. 

The growing use of dual funds also 
accounts in large measure for the total 
volume of equity and fixed income funds 
showing a higher percenatge increase 
than did the discretionary and the legal- 
type balanced funds. Total holdings of 
each type, however, increased over 1958 
as shown by the following volume 
amounts: Discretionary — $1,882 mil- 
lion, up from $1,795 million; Legal — 
$356 million, up from $333 million: 
Common Stock — £217 million, up from 
$144 million; and Fixed Income — 
$245 million, up from $135 million. 
Bond funds are here included with other 
fixed income funds. 


In the aggregate holdings of the sev- 
eral types of funds, common stocks repre- 
sented 59% for the discretionary type 
(57% a year earlier) ; 32% for the legal 
type (no change) ; and 98% for the com- 
mon stock funds (no change). 


There were all told 114,341 participa- 
tions in the Common Trust Funds 
studied, compared with 102,051 a year 
ago. While it cannot be determined how 
many of these represent the same indi- 
vidual trust because of investment in 
two funds rather than one (e.g. fixed 
income and common stock), the number 
of beneficiaries may well average as many 
as three for each account, not to mention 
accounts for charitable, religious and 
educational institutions where the real 
beneficiaries would be far more. 


A list of the common stocks held will 
be published in the April issue. 
& Ah - A 


@ Citizens & Southern National Bank, 
Atlanta, has just added a common stock 
fund to its discretionary and legal com- 
mon trust funds. 
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SHORT TIME AGO, WILLARD E. SOLEN- 

berger, Social Security Program 
consultant of the UAW-CIO, gave an 
interesting review of his union’s pen- 
sion goals before the American Pension 
Conference in New York. Since the 
UAW has a membership of about a mil- 
lion and a quarter in the automobile, 
farm implement, aircraft and missile in- 
dustries, and since the union has nego- 
tiated 600 pension plans of all sizes dur- 
ing the past 10 years, Mr. Solenberger’s 
statements must be given great weight in 
any assessment of union pension objec- 
tives. 

Management may be inclinde to feel 
that a union’s next demands on pensions 
will be: “double what we now have.” 
Study of Mr. Solenberger’s remarks 
(made Oct. 22, 1959 and now available 
in mimeographed form) indicates that 
such a view would be naive. Union’s ob- 
jectives in the pension field are much 
broader than can be summed up in a 
single phrase. In fact it is the intention 
to extend the present “base” of negoti- 
ated plans in the following respects: 


(1) The common pattern of “$X a 
month for each year of service” should 
be replaced by a percentage of the pay 
aman is receiving at the time he re- 
tires; 

(2) The commonly-accepted 50%- 
of-pay figure (which includes ‘pri- 
mary’ social security) is regarded as 
adequate only at the highest pay 
levels; 

(3) Once a pension starts it should 
be adjusted to keep pace with cost-of- 
living increases; 

(4) Retirement of “superannuat- 
ed” employees on full accrued pension 
should be possible after age 60; 

(5) Vesting in pension accruals 
(with payment deferred) should occur 
after 10 years of service; 

(6) Cash severance benefits should 
be made available as part of a pension 
plan; 

(7) Disability pensions should be 
granted after shorter service and 
should be more adequate; 

(8) Pensioners should have auto- 
matic continued pension protection for 
their widows, but substantial in-ser- 
vice death benefits (e.g. widows’ pen- 
sions} are some way in the future. 
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HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


FUTURE GOALS IN NEGOTIATED PENSION PLANS 


Some of the items on this list are 
what we have come to expect in any set 
of current minor demands. The common 


$2.50-a-month-per-service-year rate of 
pension actually provides (with social 
security) nearly 57% of pay for the 
$4,800 a year employee retiring after 40 
years of service. (It provides 92% of 
pay for the 40-year-of-service employee 
earning $2,400.) Furthermore, the pres- 
sure for earlier vesting in the form of a 
deferred pension or, alternatively, some 
form of cash severance benefit has been 
a feature of union negotiations during 
these past few years. Improved disabil- 
ity demands have also been encountered 
frequently. 

But one of the novel features of the 
foregoing list is the frank recognition 
of the likely continuance of inflationary 
trends and the unions’ desire to have 
their pensions adjusted upwards auto- 
matically without renegotiation. Many 
managements have been faced with the 
problem of providing adequate pen- 
sions for their salaried staffs in the face 





of continued inflation. One solution has 
been to make the employee “take the 
risk” by investing the pension contri- 
butions in equities which will eventually 
pay-off in fluctuating dividends and capi- 
tal gains. This form of speculation is 
specifically barred by Mr. Solenberger. 
The unions do not want to be involved 
in investment theories (“our general at- 
titude is that investment management is 
a job for pros and should be carried out 
by them with no interference from either 
party to the labor contract”), and be- 
lieve that it is up to management to 
make whatever provision is necessary to 
ensure that pensions geared to the cost- 
of-living can be paid when the time 
comes. 

There is an interesting corollary to 
this new attitude. It has been shown 
that if a pension fund had invested heav- 
ily and consistently in equity stocks 
throughout the years of this century it 
would now be able to pay reasonable 
pensions based on today’s prices and 
living costs even though the employer 
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had only contributed (say) 6% of his 
payroll throughout those years. But once 
everyone knows about this and accepts 
the continuance of inflationary trends 
and the supposed parallel growth of 
equity values, is such a growth actually 
going to take place? In other words, 
isn’t the very acceptance of equity stocks 
as a “hedge” against inflation by pension 
fund trustees, life insurance companies 
(with new investment powers) and the 
like going to undermine the theory which 
has “explained” the results to date? 
So long as relatively few financial in- 
stitutions have used equity stocks con- 
sistently to parallel inflation they have 
been successful. But what of an era when 
inflation had this supposed universal 
panacea ? 

If the unions succeed in their drive 
for cost-of-living pensions, manage- 
ments may find themselves placing very 
heavy burdens on the future economy. 

Another surprising goal of the unions 
is the cash severance feature which is 
to be superimposed on an existing vested 
right to deferred pension. In fact Mr. 
Solenberger went further and suggested 
that this cash benefit be made available 
also at age 65 when the employee’s pen- 
sion was about to begin. Whereas the 
cash severance benefit proper is intended 


to meet the needs of job dislocation of 
workers, the cash benefit on retirement 
is supposed to assist the employee to 
“settle down” to his new workless ex- 
istence. Employees who do not need the 
cash supplement could, of course, use its 
actuarial equivalent as an addition to 
their pensions. 

While recognizing these needs for 
cash on the part of the “dislocated” and 
the “retired” worker we are dubious 
whether this “fringe on a fringe” will be 
acceptable to management until the pen- 
sion levels of hourly-rated employees 
are rather higher than they are today. 
In fact one of the demands which man- 
agement will meet more sympathetically 
is the last on our list — automatic pen- 
sion continuance (at a reduced rate) to 
a widow. 

It was only here that Mr. Solenberger 
showed some evidence of unclear think- 
ing. Many pension plans contain a pro- 
vision to the effect that an employee of 
65 with a wife the same age can elect to 
receive a pension of 85 cents for every 
dollar of his (single-life) pension, and 
have the privilege of a continuance of 
421% cents (one-half of 85 cents) to his 
widow for life should he predecease her. 
In the long-run (i.e., taking many mar- 
ried couples into consideration) this 
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election would cost the fund (or the in- 
surance company) the same as the |ife. 
time pension of one dollar. 

Mr. Solenberger, however, suggests 
that this 85 cents should be changed into 
95 cents: with a 4714 cents reversion to 
his widow, and the employer woul: be 
expected to pick up the difference in cost 
to the plan. Such an increase would 
make the pensioner’s election even more 
difficult than it presently is. He is now 
told that on the average a man and wife 
aged 65 neither gain nor lose when they 
select a joint-and-50% -survivor pension 
of 85 cents in lieu of a $1 pension to the 
man himself. But this is only an aver- 
age and there are roughly as many cou- 
ples who lose on the deal as gain from 
it. The couple is thus being asked to 
gamble on their futures. Relatively few 
decide on the joint-and-50‘% -survivor 
pension. 

What Mr. Solenberger wants is to 
“load the dice” so that, perhaps, two- 
thirds of those making the election profit 
from the deal while the others lose. Since 
any given couple is only allowed one 
“throw of the dice” at retirement date 
their gain or loss is “too sudden.” 

[n our opinion the gambling feature 
of the joint-and-survivorship option is 
out of place in pension planning. On the 
other hand we are firm believers in wid- 
ows’ pensions. The solution is easy: Give 
all married male pensioners an automatic 
widow's pension of one-half. If all mar- 
ried couples were to take Mr. Solen- 
berger’s 95 cents option (as they should 
if they consistently gambled throughout 
their lives!) then the cost of our auto- 
matic $1 would be little more. 


A AA 


Florida Trust School 
Ready to Go 


The first annual session of the Trust 
Training School sponsored by the Trust 
Division of the Florida Banking Associ- 
ation in cooperation with the University 
of Florida will be held in Gainesville 
June 12-18.* 

The School will operate on a three 


year cycle with emphasis this year on | 


Trust Operations. Next year’s theme will 
be Trust Administration and Trust In- 
vestments, and the third year will be 
devoted to Trust Development, Estate 
Planning and Taxation. The School is 
co-educational and planned particularly 
to meet the needs of the senior clerk and 
junior officer levels of trust personnel. 

Information is available from the reg: 
istrar, Floyd M. Call, 203 North Main St. 
Orlando. 


*Note change of date since T&E Jan. p. 63 and 
Teb. p. 102. 
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a EXPERIENCE WITH BANK FIDUCIARY FUND 
vife 
hey 
sion 
the HE NEW YORK BANK FIDUCIARY none of the comments appended to the _ trustee. They did not make a practice in 
ies Fund recently sent out a question- questionnaires gave any real indication such cases of consulting the beneficiar- 
— naire to the 49 banks in the state who as to what was in mind. The two banks _ ies, who might therefore know little or 
— are its stockholders asking their opin- which could not find sufficient economy nothing about the Fund. 
Pos ions on a number of points relating to in operations have had little experience Among the 40 banks which reported 
~ the usefulness of the Fund to them and with it, having only a smattering of no disadvantage of any consequence. a 
re their trusts. The results shown in the _ their trusts in the Fund. Actually many few sent in special comments. The prob- 
‘ adjacent tabulation reveal that in all but of the banks wrote glowingly of the lem most frequently mentioned was the 
ies one of the categories as to which opin- economy the Fund brought to their trust fact that valuations are made only quar- 
oft ions were soliciated the answers were operations. - _ terly so that there might be occasions 
were overwhelmingly in favor of the value of It is not surprising that a majority of where cash had to be held nearly three 
peas the Fund. More than 80% of the parti- the banks found no new business ad- months before investment and where 
pwr cipating banks had no criticisms of the vantages in the Fund. It never was in- distributions of terminated trusts had to 
Fund or of its operations. tended for that purpose. Most banks to- be delayed. As to the investment of new 
—— An analysis of the “not advantageous” day are not actively soliciting small trust funds, this could hardly happen except 
5th answers is rather interesting. The banks _ business, at least with the tools presently in the case of a new account, which pre- 
the who answered in the negative as to available. The Fund, like the common sumably could be kept in the form of 
wr whether the Fund had been helpful for trust fund, was set up to take care of investment in which it was received until 
Cave improving the income of the beneficia- small business already on the books and _ the next valuation date of the Fund: or 
ate ries and for the protection of the prin- such additional small trusts as migh« in the case of small amounts of cash re- 
- cipal were mainly banks which have have to be accepted in the day to day ceived from time to time by individual 
dew their own investment officers. Since one operations of a bank. It is similarly re- trusts, doubtless largely from the amor- 
il of the major purposes of the Fund was _ stricted as to what it can advertise. It is tization of mortgages held in the trust. 
_ to give a trust investment vehicle to surprising that even three banks have As to withdrawals, the situation is no 
“he. banks having no investment department found the Fund helpful in this regard. different than exists in the case of any 
and which had to rely on outside serv- Unfortunately none of the three speci- common trust fund. It is the practice of 
ices this result is not surprising. Invest- fied just how it was helpful. most banks not to make distribution on 
ment officers are nothing if not individ- A clue to the reason why the benefici- account of the individual trust until 
ualistic. aries of trusts administered by about after the next valuation date of the com- 
However, on further examination it is one-third of the participating banks mon trust fund and this does not usually 
rust found that as far as concerns any disad- showed no interest in the Fund is found create a serious goodwill problem since. 
‘rust vantage to income the only real objec- in the fact that some banks stated they there has to be time to prepare an ac- 
soci: | tion was that at the present moment a invested in the Fund primarily the as- counting, however informal. for any 
rsity | larger income can be had in U. S._ sets of trusts of which they were sole trust, however invested. But if there is 
ville Treasury securities, such as the “Magic emanate 
Fives”, than in the Fund. This raises the SUMMARY OF 49 REPLIES TO 
hree question of whether one would rather BANK FIDUCIARY FUND QUESTIONNAIRE 
on |} have the higher income momentarily Sa e 
will available on bonds than to accept a 1. Has the Fund been helpful in the 
In- slightly lower return by including some in the following respects? - 
| be | stocks for the sake of long term growth A. : or improvement of income of 
: : : : 5 ce ee eee ene se eae 3 40 6 
state and possible protection against inflation. B. For protection of principal for 
| is In any event, the objection applies only OO INET 7 34 8 
larly to new money available for investment C. For economy of operation __..____. 31 14 2 
and since a shift to bonds with a current D. For development of new trust 
al. high yield would be an even greater I esnennencemsertconientnnttenernie $ 18 25 
reg: | problem in the case of a trust separately itiiaeii. » ial iat 
1 St invested than in the case of any mutual 2. What has been the attitude of trus- 2 15 30 
type of fund. tees and beneficiaries? ==> 
veal As to the alleged disadvantage with 8. Have you found disadvantages of any consequence? If so, please indicate the 
respect to the protection of principal. problem briefly and list any suggestions for improvement. None — 40. 
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pressure for cash, it is entirely appropri- 
ate for the bank to advance its own 
funds up to a reasonable proportion. 
charging the same rate of interest that 
the common trust fund is earning. This 
is allowable by Regulation F which 
merely says that if the bank becomes a 
creditor of a participating trust for any 
reason, it must correct this situation on 
the next valuation date, i.e., by with- 
drawing the interest of the participating 
trust from the common trust fund. It 
seems to me. therefore, that this objec- 
tion is not inherent in the Bank Fiduci- 
ary Fund but applies to all common 
trust funds and is far from being in- 
soluble. 

However. the objection, even if light- 
ly voiced. that the Fund cannot compete 
for new money on the basis of income 
with the current high bond yields points 
again to the misfortune that the Fund 
is operating in a state which does not 
have the full prudent man investment 
rule. Obviously, trusts limited to legal 
investments should have a better income 
if invested in the Fund than if invested 
separately. But small trusts where the 
instrument permits wide discretion are 
at some disadvantage. It is necessary for 
the trustee to weigh the benefits of 
greater safety of principal and greater 
assurance of a continuity of a decent in- 
come against a possibly larger income 
but possibly less safety if they are separ- 
ately invested. With the prudent man 
rule the positions of both income and 
principal would be greatly improved. 

The latest published figures of the 
Fund. as of January 31, 1960, show thai 


ihe Fund has a total value of $8,190,501. 
‘ihe value per share was $105.77 as 
againsi $100 when the Fund was organ- 
ized nearly five years ago; and income 
of $1.065 for the most recent quarter as 
against income for the first quarter of 
operations in 1955 of $.730. This is very 
creditable, particularly in view of the 
fact that it was achieved in the face of 
the necessity of cutting back the stock 
portfolio to 35‘% of the total on each 
valuation date in order to permit with- 
drawals and new participations. And 
with the recent drop in the market value 
of high grade low coupon bonds this 
has meant the enforced sale of a greater 
percentage of the stocks than was true 
a year or two ago. 

This, of course, is not an argument 
against the Fund but for the prudent 
man rule. In states having that rule 
banks ought to be able to do an even 
better job with a similar fund. The 
model act of the Trust Division of the 
American Bankers Association, which is 
based on the New York statute, should 
be a good starting point for any state 
association interested in this subject. 


PERIL FOR TRANSFER AGENTS 


An unusual case involving the trans- 
fer of stock was decided January 22nd 
by the Supreme Court of Illinois. Entitled 
Holmes vy. Birtman Electric Co., it had 
not at this writing appeared in the na- 
tional or state reporters. 

The calendar of events is important. 
In December 1953 stock of the Birtman 
Co. was issued in the names of Mrs. 
Holmes and her father as joint tenants 
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with right of survivorship. The fat ier 
died in April 1955. Five months la er, 
on September 15, Mrs. Lenox, sister of 
Mrs. Holmes, brought a proceeding ‘or 
an injunction against the sale of the 
stock and to impress a trust on it for 
the equal benefit of herself and \irs, 
Holmes. She alleged, among other 
things, that the transfer to the father 
and Mrs. Holmes had been made wiile 
he was subject to undue influence or was 
mentally incompetent. Four days later 
the matter was referred to a master to 
report and four days after that Mrs, 
Holmes demanded of the company and 
of the First National Bank of Chicago, 
its transfer agent, that new certificates 
be issued forthwith in her individual 
name. The bank refused in writing to do 
so pending disposition of the Lenox liti- 
gation. The master ultimately found that 
action to be frivolous, denied the in- 
junction, and recommended dismissal of 
the complaint. His decision became final 
in February 1956. Meanwhile the value 
of the Birtman stock had declined from 
an all time high of $24.50 per share in 
September 1955 to $16.50. 

Mrs. Holmes alleged that the company 
and the transfer agent had a duty to 
transfer the stock to her upon demand, 
irrespective of the pendency of the 
Lenox suit, whereas the company and 
the bank defended on the ground that 
they could not make the transfer with- 
out possible liability to themselves when 
a proceeding was pending that might in 
its final result show that there was a 
valid claim by Mrs. Lenox to one-half 
of the stock. 

The lower court ruled for the plain- 
tiff, the appellate court reversed, and 
the Supreme Court again reversed, hold- 
ing the defendants liable but with the 
amount of damages to be determined on 
further hearing. 

The court recognized the right of the 
company and the bank to protect them- 
selves but said that only a “temporary 
delay” and a “qualified refusal” to 
transfer ‘the stock was permissible. Al- 
though the entire Lenox proceeding was 
terminated in five months the court said 
that the defendant could not have known 
this and'that the proceeding might have 
taken five years. Therefore, the bank’s 
letter to Mrs. Holmes’ attorney, after the 
Lenox suit was brought, which said 
that in view of its pendency “we will be 
unable to comply with your request that 
we transfer the stock into the name of 
your client until the litigation is dispos- 
ed of” did not contemplate a merely 
“temporary delay” nor was it a “quali- 
fied refusal.” The court said that the de- 
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fendants had assumed to decide for 
themselves the merits of the Lenox case 
and had decided it against the interests 
of Mrs. Holmes at their peril. 

There was comment on the fact that 
Mrs. Lenox had waited five months after 
the death of her father before bringing 
suit. but nothing was said about Mrs. 
Holmes having delayed for the same five 
months, and until after the litigation 
with her sister had started, before herself 
asking for the transfer. The court also 
laid quite a little stress on the fact that 
two dividends were declared by the 
company and paid to Mrs. Holmes dur- 
ing the period of the litigation and that 
neither the company nor the bank ques- 
tioned her right to them. 

This case obviously raises the ques- 
tion as to how a transfer agent can pro- 
tect itself where a conflicting claim to 
stock is made. As the Chief Justice said 
in an opinion concurring in the result: 


“T can accept the conclusion of the 
majority but not the reasoning lead- 
ing up to such conclusion. The officers 
and transfer agents of the corpora- 
tion are told that they cannot arrogate 
to themselves the functions of a court 
by refusing to register the transfer, 
but in the next breath they are held 
responsible for failure to adjudicate 
the adverse claim as invalid.” 


The Chief Justice agreed with the re- 
sult, however, on the ground that the 
transfer agent should not only tell the 
owner of record the basis for iis refusal 
to make the transfer but also what might 
be its requirements for making it while 
the suit was still pending. He suggested 
that the defendants in this case might 
well have required Mrs. Holmes to put 
up a bond and that her refusal to do so 
would have been unreasonable. 

It would seem that the company and 
the bank did have somewhat more of a 
duty to the plaintiff than merely to sit 
tight. The proposal that a bond might 
be required seems a practical one. Fur- 
thermore, an attempt might have been 
made to secure the instructions of the 
court with respect to compliance with 
Mrs. Holmes’ demand. The Model and 
Uniform Acts for the Simplification of 
Fiduciary Security Transfers are, of 
course. not applicable here because no 
fiduciary was involved. However, Sec- 
tion 5(b) of the act contains provisions 
suggestive of the proper approach to this 
type of situation. It provides that where 
a corporation or transfer agent has re- 
ceived notice of a claim of beneficial in- 
terest adverse to the transfer it may, as 
soon as practical, send notice to the 
claimant of the presentation for transfer. 
Then it must wait thirty days after which 
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it “shall” make the transfer as requested 
unless restrained by court order. 

The thirty day period would undoubt- 
edly have been considered only a temp- 
orary delay by the Supreme Court of 
Illinois, especially where coupled with a 
requirement that the claimant secure a 
restraining order within that time or 
else lose her rights as against the com- 
pany and the transfer agent. This is all 
consistent with the court’s feeling that 
the position of the registered owner was 
entitled to primary protection. This par- 
ticular procedure is not practical in the 
absence of statute but the alternative of 
requiring a bond is. Therefore it may 
well be that the Holmes case was correct- 
ly decided despite the sloppy reasoning 
of the majority of the court. It is under- 
stood that a motion will be made for a 
rehearing not only in the hope of a re- 
versal but at the least to see if the main 
opinion cannot be clarified. 


WIGGIN CASE ACCEPTED 


Readers will recall that in Wiggin v. 
United States the court held that a trans- 
fer of common trust fund units from a 
terminated testamentary trust to a new 
living trust, made with the same bank 
and the same beneficiary, by the sole 
bene“ciary -remainderman was not a 
withdrawal within the meaning of Rev- 
enu Ruling 57-335 and hence did noi 
entail the realization of taxable capital 
gain. The Internal Revenue Service has 
now decided to follow this case. 

The extent to which the new ruling 
(59-414) will be applied in other cases 


will presumably depend on how closely 
their facts compare with those in the 
Wiggin case. Still, since the whole mat- 
ter rests on the distinction between a 
withdrawal, which under the Code may 
be subject to capital gains tax, and a 
transfer, which is not, it is hard to see 
how a different result could be made to 
apply in a situation, for example, where 
the remainderman of the terminated 
trust, who established the new living 
one, was a person other than the life 
beneficiary. In such case there would 
still appear to be a transfer of units. 
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Innovations Strengthen Stonier 
Graduate School Curriculum 


The Stonier Graduate School of Bank- 
ing will inaugurate a program of quizzes 
at the next resident session in June and 
is adopting a policy of making svstem- 
atic reports of students’ performance to 
the management of their institutions. 

The new moves are described as “ad- 
ditional steps in the school’s overall pol- 
icy of continuing to upgrade both the 
quality of its program and the standards 
of student performance.” 

Quizzes, based entirely on classroom 
work, will be given only in courses for 
seniors at the 1960 
since they are not required to do ex- 
tension problems based on resident-ses- 
sion instruction, as is the case 
first- and second-year students. 

An enrollment of 1,100 is expected at 
the 1960 resident be held 
June 13-25. 
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QUOTES FROM ANNUAL BANK REPORTS* 


Riggs National Bank, Washington 


An IBM tabulating punch card ac- 
counting and data processing system has 
been installed and the bookkeeping opera- 
tions fully consolidated and converted 
to the IBM system. Among its benefits 
we are now able to report approximate 
market value of Trust Department assets 
rather than carrying values as hereto- 
fore reported. As of the close of 1959 
the total market value of Personal Trust 
assets was $578,158,191, a new high. 
Discretionary Common Trust Fund “B” 
was established to supplement Common 
Trust Fund “A” (legal) which already 
was in operation. Volume of new ac- 
counts and the number of individuals 
‘who named us in their wills as fiduciary 
continued at high levels. We are ad- 
ministering an increasing number of em- 
ployee benefit funds for various types of 
organizations. 


Union Trust Co., Washington 


New trusts and estates have added 
significantly to the total in number and 
volume of assets administered. A grati- 
fying number of wills named the Com- 
pany as executor and trustee. In two 
years the Pension Trust Division has ex- 
panded in a significant fashion. 


Atlantic National Bank, Jacksonville 


The Trust Department reports a high- 
ly satisfactory increase in volume. 


Florida National Bank, Jacksonville 


Trust activities, in general, continued 
to grow. New accounts were distributed 
among the various services. Arrange- 
ments were made by the Trust Depart- 
ment for establishing the Florida Na- 
tional Bank Retirement Program for 
Correspondent Banks. The flexibility of 
this plan will give a member bank either 
a pension or profit-sharing plan, or a 
combination of the two plans, with lower 
costs and experienced management. The 
Retirement Program may be offered by 
our correspondent banks to any of their 
qualified commercial customers. Our 
Trust Departments, through its repre- 
sentatives located in key areas served 
by other banks in the Florida National 
Group, provides the most extensive trust 
facilities in Florida. 


First National Bank, Miami 


Volume of fiduciary accounts and in- 
come from trust services reached new 
high levels. Estimated $300,000,000 of 
trust assets were under administration 
at year-end. An Employee Benefit Trust 


*This continues the quotations about trust depart- 
ment operations in 1959, tabulated in the February 
issue at p. 148. Reports received subsequent to that 
tabulation will be covered in later issues. 
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TRUST ASSETS 
(Millions of Dollars) 
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Report of Riggs National Bank of Washing- 

ton, D.C., shows growth over ten-year pe- 

riod, with explanatory note that 1959 figure 

is market value, whereas prior figures are 
carrying values. 





was established on May 1 for broad in- 
vestment diversification of small pension 
and profit sharing trusts. Our Common 
Trust Fund now totals $2,670,026. 


First National Bank, Orlando, Fla. 


Healthy growth has continued. Earn- 
ings surpassed any previous year. In- 
creasing number of wills filed. The in- 
creased volume of business has necessi- 
tated expansion of personnel and changes 
in accounting methods. Year end assets 
amounted to $61,404,712 — an all-time 
high. 


Fulton National Bank, Atlanta 


This past year was the best in the 
history of our Trust Department. There 
was record growth in accounts, assets, 
income, and in the number of wills signed 
for future handling.We are serving the 
third generation of several family 
groups. A substantial increase has been 
made in the number of business firms 
naming us to manage their retirement 
funds. Our Diversified Common Trust 
Fund, established last year, is currently 
providing an attractive yield and enables 
us to give improved services to the bene- 
ficiaries of participating accounts. We 
are continuing to emphasize our business 
development program. The recommenda- 
tions from many attorneys, accountants 
and life underwriters have been most 
helpful; also stockholders, directors, offi- 
cers, employees and customers have all 
been of aid on many occasions. 


Trust Company of Georgia, Atlanta 


From the standpoint of both earnings 
and new business acquired, last year was 
the best that our Trust Department has 
ever enjoyed. Gross earnings were 
$1,470,000. Continued growth was as- 


sured by the signing of more new insiru- 
ments in which we are named (wills, 
trust agreements, agency and custodian 
contracts) than ever before, and the dol- 
lar volume of this new business was the 
highest in any year. At December 31, 
1959, total market value of personal 
trust assets was more than $500,000.000. 
The Trust Department has more than 
doubled its size both in terms of earn- 
ings and value of assets managed, in just 
ten years. 


Savannah Bank & Trust Co. 


Volume of business was the highest in 
our history. Total assets administered 
increased, as well as the number of ap- 
pointments as executor and trustee. 


Idaho First National Bank, Boise 


Total assets increased from $13,800,- 
000 to $17,450,000. We anticipate in- 
creased growth in future years. 


American Nationa! Bank & Trust Co., 
Chicago 


For the eleventh consecutive year gross 
income and total trust assets reached a 
new high level. Substantial new trust 
business was received through the close 
cooperation of other departments of the 
bank and our directors, as well as attor- 
neys, accountants and life underwriters. 
Will appointments and new living trusts 
kept pace with the record levels attained 
in 1958. The Common Trust Fund ended 
its fourth year with a total market value 
of $4 million and 195 accounts. Both the 
dollar volume handled and the number 
of accounts using the Trust Investment 
Division increased over the previous 
year. 


Chicago City Bank & Trust Co. 


The Trust Department showed an in- 
crease in volume and income which is 
reflected in the overall bank earnings. 
Direct solicitation plans will be put into 
effect in 1960. 


City National Bank & Trust Co., Chicago 


Our Trust Department is responsible 
for administration of more types of 
trusts involving more money and the 
welfare of more beneficiaries than at any 
previous time in our history. 
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Continental Illinois National Bank & 
Trust Co., Chicago 

Fiduciary and agency activity contin- 
ued to increase. Personal trust volume 
again increased. As a pioneer in handling 
pension and profit-sharing funds, the 
Bank is called upon increasingly to ad- 
minister such programs. Many of these 
funds are using the Continental Illinois 
Investment Trust for Employee Benefit 
Plans, which experienced a substantial 
growth during the year. 


First National Bank, Chicago 


The Trust Department experienced a 
good year, both in its earnings and in 
the new highs it achieved in virtually 
every category of trust service. The num- 
ber and value of accounts, the income 
for trust beneficiaries and distributed 
to them, and the volume and size of 
transactions established new _ records. 
The foregoing results are tangible and 
measurable. The intangibles deserve 
equal emphasis. It is important to meet 
individual human needs in trust services 
and to recognize that trust customers 
must never become mere numbers on an 
index. 


Harris Trust & Savings Bank, Chicago 


Rapid growth of the Trust Depart- 
ment reflects the results of our strong 
development program. The Department 
operated at a profit with both gross and 
net income showing an increase which 
more than offset the decline in earnings 
of the Investment Department from 
purchase and sale of municipal securi- 
ties. Several important new employee 
benefit trusts added substantially to the 
existing total. The aggregate value of 
new trusts under wills, living trusts, 
agency and custody accounts exceeded 





the total of any previous year. The most 
impressive gain occurred in the Probate 
Division. The Common Trust Fund, with 
$20 million completed its seventh year 
and shows further increase in unit in- 
come and market value. The Trust De- 
partment will occupy the fifth floor 
and nearly all of the sixth floor of the 
new integrated building. This concen- 
tration of trust activities will increase 
operating efficiency. 


Lake Shore National Bank, Chicago 


Earnings of the Trust Department 
have shown a continued increase over 
prior years. The value of the assets 
managed has shown a market increase 
as have the number of new accounts 
opened. 


LaSalle National Bank, Chicago 


This department continued to make an 
important contribution to the earnings 
of the bank. Insurance trusts as a vehicle 
in estate planning increased in im- 
portance in 1959. New trusts of this 
type opened in 1959 more than trebled 
those acquired in any previous year. The 
Diversified Trust Fund income dis- 
tributed per unit was once again in- 
creased. Our Qualified Dual Fund has 
provided broad diversification at low 
cost to many of the smaller and medium- 
sized programs. 


Northern Trust Co., Chicago 


Our Personal Trust business experi- 
enced another year of highly satisfying 
growth. Individuals in growing numbers 
are naming the Company as excutor or 
co-executor. 


Sears Bank & Trust Co., Chicago 


We again experienced an upward trend 





Report of Northern Trust Co. of Chicago pictures televised Fashion Show for Presbyterian- 





St. Luke’s Hospital which it has sponsored for third successive year. 
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in the growth of the Trust Depart- 
ment. Greater emphasis on pension and 
profit sharing trusts generated a marked 
increase in that category. Increased 
use of insurance trusts in current 
estate planning resulted in a substan- 
tial number of new trusteeships and 
will appointments. In investment ad- 
visory services for individuals and in- 
dustry, our excellent growth pattern con- 
tinues. 


First National Bank & Trust Co., 
Evanston 


Solid growth for the department with 
a steadily increasing demand for serv- 
ices in connection with estates, trusts, 
and agencies. 
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Irwin Union Bank & Trust Co., 
Columbus, Ind. 


Trust growth continued with assets 
increasing 25%. A comparison of trust 
assets at each year end for the past 
five years shows: 1955—$11,419,334; 
1956 — $11,796,132; 1957 — $13,692,275; 
1958 — $14,157,189; 1959 — $17,705,172. 
The highlight of 1959 was the procure- 
ment of 30 living trusts and agency ac- 
counts. These accounts varied from 
$2,500 to more than $100,000 and totaled 
$2,052,000. 


Old National Bank, Evansville 

We are preparing to transfer all 
Trust Department accounting to I.B.M. 
equipment. This should result in many 
improvements for the benefit of trust 
clients, more accurate and easier-to-read 
reports, and will also give us the facili- 
ties needed to handle sizable, increased 
volume of trust business. 


Fort Wayne National Bank 


Equally praiseworthy was the work 
done by the Trust Department in extend- 
ing and broadening the scope of its serv- 
ices. 


Lincoln National Bank & Trust Co., 
Fort Wayne 


The trust department has continued 
to expand. New modern offices and serv- 
ice facilities will serve for an expanded 
trust service. An important function is 
administration of pension and_ profit 
sharing funds. 


American Fletcher National Bank & 
Trust Co., Indianapolis 


Trust Department continued its steady 


growth. Fees collected exceeded those of 
the combined banks (Fidelity Bank & 


Trust Co. merged) for any previous year. 
Number of currently active accounts 
(beyond 2,500) exceeds that of any for- 
mer period. Sixty-seven staff members 
are engaged in the work of the depart- 
ment. There was a substantial increase 
in new will appointments. Trusts partici- 
pating in our Common Trust Fund “A” 
number 371 and 21 firms are using our 
Investment Trust for Employee Benefit 
Plans. These vehicles already combine 
nearly $13,000,000. 


Indiana National Bank, Indianapolis 


Greater awareness of the usefulness 
and importance of the Trust Depart- 
ment’s services has encouraged many 
of the Bank’s shareholders and custo- 
mers to direct business to this depart- 
ment. 


Merchants National Bank & Trust Co., 


Indianapolis 


The most important development in 
our Trust Department was the move 
to our new permanent quarters on the 
second and third floors of the Main 
Office. Corporate Trust Division again 
registered major gains in volume. In the 
largest municipal bond issue in Indiana 
during the year ($32,000,000 Indian- 
apolis-Marion County Building Author- 
ity loan) we were named trustee. Our 
Common Trust Fund at the end of its 
first year held assets totalling $2,194,060 
for 118 participating accounts, The Per- 
sonal Trust Division, excluding the Pro- 
bate section recorded a good growth in 
fees. A substantial volume of new estates 
put on the books in 1959 suggests an in- 
crease in fee income this year. Pension 
and profit sharing accounts continue to 
represent a dynamic area, and we were 
again able to record an important volume 
of new business. 
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Merchants Trust Co., Muncie 


The growth of the Trust Departr ent | 


continues at a gratifying pace. We had 


trust assets of $29,019,546 as of De em- 4 


ber 31, for an increase of $4,119,954 


Second National Bank, Richmond, Ind. 


The Trust Department increased in 
the number of accounts and assets. 49 
new accounts and appointments were re- 
ceived and 37 final reports were made, 
The year ended with 269 accounts. 


National Bank & Trust Co., South Bend 


An ever increasing clientele and a 
healthy growth in Trust business was ex- 
perienced. A study is currently being 
made to determine how increased effi- 
ciency may be accomplished through the 
use of more mechanization. This is in 
keeping with the expectation that there 
will be a greater demand for the use of 
trust services, particularly by corpora- 
tions and other business enterprises now 
considering employee pension and profit- 
sharing plans. 


Citizens Fidelity & Trust Co., Louisville 


Substantial gains were registered. The 
book value of personal trust assets rose 
to an all time high and the earnings of 
the Denartment continued to increase, 
The dollar value of estates covered by 
rew wills deposited with us during the 
year is the largest of any year. Our pen- 
sion trust business continued to grow. 


Kentucky Trust Co., Louisville 


An increasing number of people have 
sought the help of our Trust Depart- 
ment in handling their estate and in- 
vestment problems. The number naming 
Kentucky Trust as Executor showed a 
gratifying increase as did the number 
using our Agency Service for invest- 
ment management. The book _ value 
of Trust Department assets and gross 
trust commissions reached new highs for 
all time. 


Liberty National Bank & Trust Co., 
Louisville 


The growth of the Trust Department 
continued substantial. It was the best 
year in our history. 


Louisville 


Bank & Trust Co., 


The Trust Department continued to 
experience satisfactory growth in the 
number of individuals and businesses us- 
ing the facilities. A new high was at- 
tained in fees earned and number of ac- 
counts handled. Departmental economies 
were effected by the inauguration of 
Diversified Trust Fund A, our new com- 
mon trust fund. A new high in the vol- 
ume of funds received by pension trusts. 
Plans have been made to enlarge the 
space occupied by the Trust Depart- 
ment. 


Lincoln 
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National American Bank, New Orleans 


Early in the year the Bank pioneered 
in New Orleans with the establishment 
of a Combination Pension Trust System. 
This plan combines the functions and 
services of the bank trust division with 
those of insurance companies, providing 
flexibility and low cost in the funding 
of retirement systems. 


Canal National Bank, Portland, Me. 


Our progressive Trust Department 
continues to grow in number of accounts 
small and large. We have available the 
following Common Trust Funds: a Bal- 
anced Fund, which consists of stocks and 
bonds and has been operating success- 
fully for many years; an All Stock 
Fund; and a Bond & Preferred Stock 
Fund. These make possible a more flex- 
ible diversification of investments to 
better serve a particular trust. Two 
Funds are operated for the benefit of 
the increasing number of pension and 
profit sharing plans handled by the De- 
partment. These enable investment in 
any desired ratio of stocks and bonds. 
Growth of all of these funds has been 
gratifying. More and more, individuals 
and organizations not presently needing 
trusts are using our Agency and Cus- 
todian services for the handling of their 
investments. 


Fidelity-Baltimore National Bank 


The Trust Department experienced an- 
other year of substantial growth and 
gratifying results. New business acquired 
during the year included all fields of 
trust, fiduciary and agency services. 
Many new appointments were added to 
the backlog of future business. 


First National Bank, Baltimore 


The Trust Department has had an- 
other good year in earnings as well as 
growth. 


Maryland Trust Co., Baltimore 


The Trust Department again made 
substantial additions to our income. The 
steady growth of this department is very 
gratifying. 


Mercantile-Safe Deposit & Trust Co., 
Baltimore 


The Trust Division showed a substan- 
tial increase in earnings ($4.2 million 
compared with $3.8) and volume of busi- 
ness. The aggregate market value of the 
accounts held in the Personal Trust De- 
partment was in excess of 1% billion 
dollars at the end of 1959. Our Common 
Trust Fund at the end of its 14th fiscal 
year of operation was valued at $49,- 
118,622. New appointments under Wills 
continue to grow at a gratifying rate. 
We are continuing actively to solicit 
Pension and Profit Sharing accounts, 
a significant portion of our business. 


Union T~ust Co. of Maryland, Baltimore 


The growth of our trust business has 
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reached the point where we must now 
provide larger and more suitable quar- 
a 

ters. 


Harvard Trust Co., Cambridge 


The book value of the assets, including 
investment agencies, increased from 
$58,789,694 to $65,984,745. We endeavor 
to cooperate in every way with life un- 
derwriters, accountants and lawyers. 
At the end of the year our Common 
Trust Fund had 108 participating ac- 
counts and the book value was $2,732,766. 


National Shawmut Bank, Boston 


Personal Trust and Pension and Profit 
Sharing Trust assets rose to new high 
levels. Total revenues of the Department 
increased 16% during the year to 
$1,556,000. The reception accorded Shaw- 
mut’s “Two-Fund Plan” for the invest- 
ment of funds of employee benefit trusts 
has been gratifying. An increase in staff, 
enlarged quarters, and additional equip- 
ment have been provided. 


New England Trust Co., Boston 


It is not so easy to measure the factors 
that have resulted in a very successful 
year for our Trust Department. Obvious- 
ly, prosperity and the accumulation of 
wealth may influence people to turn to a 
Trust Company for help with their in- 
vestments, but conversely a well-regarded 
Trust Company may also grow during 
periods of adversity. There is no ques- 
tion that advertising and direct solicita- 
tion contribute importantly to the devel- 
opment of new trust business, but repu- 
tation has been the outstanding factor 
contributing to our steady growth. The 
grand total of our trusts, estates and 
agency accounts as of December 31 was 
$433,192,000 compared with $397,881,966 
a year earlier. Not included is the more 





Cover of Annual Report of Alamo National 
Bank, San Antonio. 





than $125,000,000 market value of our 
Investment Consultation Accounts. Fidu- 
ciary commissions were $1,795,505 — up 
from $1,711,882. The division of our 
Common Trust Fund into a fixed income 
fund and a common stock fund became 
effective January 31, 1959. In addition to 
broader diversification than would be 
possible if these trusts were invested 
separately, this pooling of investments 
provides economies in management which 
are passed along to the participating 
trusts in the form of lower fees. We 
have found the Bond and Preferred 
Stock Fund especially useful in serving 
as the fixed income portion of medium 
sized trusts. There are already 582 
trusts participating in the Bond and 
Preferred Stock Fund exclusively, and 
we expect this figure to grow consider- 
ably. Total market value of the two 
Funds exceeds $24,000,000. 


(To be continued in next issue) 
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The Canada Trust Company 
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TRUST PERSONNEL CHANGES | 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALABAMA 
BIRMINGHAM—At EXCHANGE SEcuRITY BANK Willard L. 
Hurley promoted to vice president and trust officer. Prior to 
joining the bank in 1958 Hurley was a national bank exam- 
iner for the Sixth Federal Reserve District in charge of trust 
department examinations. 


ARIZONA 
PHOENIX—Lloyd A. Bimson elected president of BANK OF 
DOUGLAS succeeding W. R. Montgomery who will continue as 
chief executive officer. 


CALIFORNIA 


LOS ANGELES—Howard O. Wilson and Robert D. Kermott 
advanced to trust officers of CITIZENS NATIONAL BANK. 


SAN DIEGO—San Dieco Trust & SAviIncs BANK promoted 
J. W. Sefton, Jr. to chairman and Thomas W. Sefton to presi- 
dent. The new chairman joined the bank as a messenger in 
1904 and has been president for 25 years. Thomas Sefton 
joined the bank in 1938, and has been executive vice president. 


SANTA BARBARA—Walter H. Van Cott appointed vice 
president and trust officer of CROCKER-ANGLO NATIONAL BANK 
of San Francisco and will succeed vice president Charles H. 
Franklin as manager of the trust department Santa Barbara 
main office, the latter having retired. A graduate of Brown U. 
and Fordham Law School, Van Cott had 12 years of legal and 
banking experience befpre coming to Santa Barbara in 1955. 

Construction has begun on a new building to house the 
Santa Barbara main office. A large portion of the second floor 
will be occupied by the trust department. 


CONNECTICUT 


STAMFORD—Donald M. Snell was promoted to vice presi- 
dent of NATIONAL BANK & TRUST Co. OF FAIRFIELD COUNTY. 
Snell joined the staff as trust investment officer in 1958. 


DELAWARE 
WILMINGTON—Lee C. Tashjian promoted to trust officer at 
FARMERS BANK OF THE STATE OF DELAWARE. A graduate of 
Girard College, George Washington U. and Law School, and 
the Stonier Graduate School of Banking at Rutgers, Tashjian 
has been with the bank since 1955. 


FLORIDA 





toto to 

CLEARWATER—L. V. Chappell, for- 
mer vice president and trust officer of 
First NATIONAL BANK, elected presi- 
dent to succeed Taver Bayly who re- 
tired. Chappell opened the trust depart- 
ment in 1950, and before joining First 
National was vice president and trust 
officer of FLORIDA BANK & TRUST Co., 
West Palm Beach. 





L. V. CHAPPELL 








L. C. TASHJIAN 
Wilmington 


LLoyp A. BIMSON 
Phoenix 


WALTER H. VAN CoTT 
Santa Barbara 
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FORT MYERS—Lewis W. Smith became vice president and 
trust officer of First NATIONAL BANK. 


JACKSON VILLE—Reese T. Bohn promoted to trust officer 
at ATLANTIC NATIONAL BANK. 


DAYTONA BEACH & ST. PETERSBURG—FLoripa Na- 
TIONAL BANK named Clair B. Owen, Jr. an asst. vice presi- 
dent, to handle trust department functions in St. Petersburg, 
At Daytona Beach, Jack S. Winfree advanced to asst. trust 
officer. 

MIAMI—Donald R. Thompson joined First NATIONAL BANK 
as trust officer. Holder of a B.A. degree from Augustana Col- 
lege and a law degree from U. of Chicago, Thompson is 
president of the Corporate Fiduciary Association of South- 
east Florida. 

MIAMI—Roy A. Perry elected trust officer in the new trust 
department of INDUSTRIAL NATIONAL BANK, and will retain 
his duties as executive vice president. 


MIAMI BEACH—Dennis P. Clum appointed vice president 
and trust officer of MIAMI BEACH FIRST NATIONAL BANK. 
Clum has been with the bank since 1954, coming from Chase 
Manhattan Bank of New York. He is a member of the execu- 
tive committee of the trust division of Florida Bankers 
Association, and this spring will graduate as a trust major 
from the Stonier Graduate School of Banking. 


ILLINOIS 
ALTON—M. Ryrie Milnor elected president of First Na- 
TIONAL BANK & TRUST Co. succeeding R. H. Levis, II, named 
chairman. J. A. Ryrie, formerly chairman, in charge of in- 
vestments, retired at year-end. 





kkk kk 


BLOOMINGTON—Harry E. Riddle, 
vice president and trust officer, elected 


president of PEOPLES BANK succeeding 





the late George R. Morrison. 


Harry E. RIDDLE 





CHICAGO—CitTyY NATIONAL BANK & TruST Co. appointed 
George H. Norton, Jr. as vice president and Dr. Throop 
Vaughan as asst. vice president, both in the investment divi- 
sion. Norton, formerly vice president of OMAHA NATIONAL 
BANK, was prior thereto a member of the trust investment 
division of Harris Trust & SAviINGs BANK and holds a MBA 
degree from U. of Chicago. 


CHICAGO—John F. Walsh named asst. trust officer of CHI- 
CAGO NATIONAL BANK. 

CHICAGO—Horace V. Condit and Charles E. Troughear 
promoted to vice presidents in the trust department of FIRsT 
NATIONAL BANK. 





Cuas. E. TROUGHEAR 
Chicago 


HORACE V. CONDIT 
Chicago 


Wo. V. SOWERS 
Fort Wayne 
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CHICAGO—LIvVE Stock NATIONAL BANK advanced Joseph F. 
Sheen, Jr. to trust officer. 


CHICAGO—Charles E. Colchin made an asst. trust officer of 
NATIONAL BOULEVARD BANK. 


EVANSTON—At First NATIONAL BANK & Trust Co., Jos- 
eph F. Wanberg became chairman and is succeeded as presi- 
dent by William H. Clark. 


0O’FALLON—G. B. Gieser elected vice president and trust 
officer of First NATIONAL BANK. 
SPRINGFIELD—SpRINGFIELD MARINE BANK appointed Don- 
ald R. Patton as trust officer and J. D. Fagan as asst. cashier 
in the investment department. 

WHEATON—Francis E. Weimer elected president and asst. 
trust officer of WHEATON NATIONAL BANK succeeding Perry 
L. McPheeters, named board chairman and trust officer. 


INDIANA 


COLUMBUS—IrwWIN UNION BANK & TrusT Co. promoted 
Wilbur S. Andersen to trust officer. 





tot 
EVANSVILLE—Wilbur C. Clippinger 
advanced from vice president and trust 
officer to senior vice president, CITIZENS 
NATIONAL BANK; Donald W. Wendt to 
vice president and trust officer; and 





Robert Hargrave to asst. vice president 


W. C. CLIPPINGER and trust officer. 





FORT WAYNE—William V. Sowers named vice president in 
addition to his present title of trust officer, at ForT WAYNE 
NATIONAL BANK; Thomas E. Quirk named trust officer. 





N. S. BARTLETT, JR. HENRY H. MEYER, JR. HOWARD N. HEBERT 


Boston Boston Billings 
MARYLAND 


WESTMINSTER—John C. Schaeffer promoted to assistant 
secretary, treasurer and trust officer of WESTMINSTER TRUST 
Co. 


MASSACHUSETTS 
BOSTON—Chester Dalrymple advanced to trust officer, Ed- 


ward J..Dressler to asst. trust officer, at MERCHANTS NATION- 
AL BANK. 


BOSTON—SEcOND-BANK-STATE STREET TRUST Co. elected 
Nelson S. Bartlett, Jr. and Henry H. Meyer, Jr. as vice presi- 
dents in the personal trust department. Bartlett, a graduate 
of Harvard in 1936, will continue in the administration of 
personal trust accounts. Meyer, also a Harvard graduate 
(1944) entered the bank in 1946 and specializes in pension 
and profit sharing plans. 


GARDNER—At the First NATIONAL BANK Robert M. Crouch 
elected president and trust officer, succeeding Enos R. Bishop 
who resigned. Charlotte M. Bishop advanced to asst. vice 
president and asst. trust officer. 

PITTSFIELD—John C. Bell, III joined PITTSFIELD NATIONAL 
BANK as a trust officer, having previously been in the trust 
department of FIDELITY PHILADELPHIA TRUST Co. 
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THE FORT WORTH 
NATIONAL BANK 


FORT WORTH, TEXAS . 
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M. G. PFUNDER 
Minneapolis 


THOMAS R. CONNERS 
Minneapolis 


HENFY DOERR, III 
Minneapolis 


MICHIGAN 
DETROIT—Lawrence B. Kingery named asst. trust officer of 


City BANK. He has been in charge of the bank’s trust ac- 
counting division. 


MINNESOTA 
MINNEAPOLIS—Elected vice presidents in the trust depart- 
ment of NORTHWESTERN NATIONAL BANK were Malcolm G. 
Pfunder, Henry Doerr, 3rd and Thomas R. Conners; Richard 
O. Hanson elected trust officer and assistant secretary; named 
asst. trust officers were Richard Slade, LeRoy F. Piche, Wal- 
lace E. Erickson, Weston M. Sailer and Ruth Crandall. 


MISSOURI 
ST. LOUIS—Joseph P. Dee appointed asst. trust officer in the 


personal trust department of St. Louis UNION TrRusT Co. Dee 
joined the company in 1936. 


MONTANA 

BILLINGS—MIDLAND NATIONAL BANK elected Howard N. 
Hebert as trust officer. Hebert received a B.A. degree in busi- 
ness administration and in law and an LL.B. in law from 
Montana State U. A 1958 graduate of Northwestern U. 
School of Commerce, Hebert was formerly a special assistant 
attorney general of Montana, Since November 1956 he has 
been with First Trust Co. oF MONTANA, Helena, where he 
will also continue as asst. trust officer. 


NEW HAMPSHIRE 
ROCHESTER—W. Bradley Corson, trust officer and assis- 


tant treasurer of ROCHESTER SAVINGS BANK & TrRusT Co., 
elected to the board. 


NEW JERSEY 


JERSEY CITY—Trust Co. or NEw JERSEY advanced Helen 
A. Sunder to trust officer. 


HACKENSACK—Joseph Kozlik became president of HAck- 
ENSACK TRUST Co. upon the retirement of Brice A. Eldridge 
after 45 years. Kozlik’s career began 42 years ago when he 
walked into the bank with a letter of recommendation from 
his high school teacher. In 1928 he became asst. trust officer; 
in 1933 he was assigned to handle the mortgage business of 
the bank; and in 1956 named vice president in charge of the 
mortgage department, later shifting to new business and 
public relations. 


SOMERVILLE—John L. Schenck, Jr. named asst. trust offi- 
cer at SOMERVILLE TRUST Co. 


SUMMIT—Mrs. Marion K. Evans appointed asst. trust offi- 
cer at SUMMIT TrRusT Co. Before joining the bank in 1957, 
Mrs. Evans was with the trust department of Chase Man- 
hattan Bank, New York. 


WEST ORANGE—Firrst NATIONAL BANK elevated William 
A. Gieb, former president and trust officer, to chairman. 


S$ NEW YORK 
BUFFALO—William T. Haynes is retiring April 1 as vice 
president in charge of the trust department of MARINE TRUST 
Co. OF WESTERN NEW York. For many years he has been 
noted for his work in the field of new business particularly, 
both for the local institution and the statewide Marine Mid- 
land Corp. 
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ENDICOTT—Roger B. Cooper advanced to vice pres dent 
and trust officer of ENpIcoTT TrusT Co., and James T. 
ray named asst. vice president and asst. trust officer. 


GARDEN CITY—Kenneth T. Rogers moved up to trusi off. 
cer at LONG ISLAND TrRusT Co., Edward J. Barthman appoint. 
ed asst. trust officer. 


NEW ROCHELLE—First WESTCHESTER NATIONAL 
elected Joseph V. Riggio and Raymond W. Stevens as asst, 
trust officers. Riggio, with the trust department the pas: two 
years, attended St. John’s College, received his law degree 
from St. John’s Law School, and was with the Chase Man. 
hattan Bank in the trust accounting and tax department, 
Stevens, with the department since December 1958, hoids a 
BBA degree in accounting from Manhattan College, and was 
previously with Morgan Guaranty Trust Co. in the trust 
accounting and trust auditing departments. 


“ur. 


BANK 
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elected Wallis 


Moore, board chairman, remains execu- 
tive head of the bank. Dunckel, who be- 
came associated with the company in 


~ s e 
Waksie t. ene. bond, investment, foreign and _ trust 


phases of the Bank, and for the past 


several years has been in charge of the internal administra- | 


tion of the institution. Dunckel is a trustee and member of 
the Finance Committee of College Retirement Equities Fund 
and former chairman of the American Bankers Association 
Trust Division Committee on Employees Trusts. 

Richard A. Nelson appointed asst. trust officer in the per- 
sonal trust division. 





NEW YORK—Charles A. Manning promoted to vice presi- 
dent of CHASE MANHATTAN BANK. Manning, who has been 
with the bank since 1919, is in the personal trust and estates 
division. 


Eight other trust department promotions were: Walter H. | 


NEW YORK—BANKERS TRwst (Co, § 
B. Dunckel president 7 
succeeding Alex H. Ardry, now vice © 
chairman of the board. William H, © 


1923 following graduation from Yale, 7 
wg has had extended experience in the © 


‘ 
Ma 
3 


Gooss, George C. Huneke, James W. North and Ralph K. 5 


Pulis to asst. vice presidents; Russell W. Beard and Arnold 
McCullough to assistant treasurers; and Robert G. Barclay 
and Arthur A. Nelson to personal trust officers. 


NEW YORK—William J. Berg appointed assistant secretary 


in the personal trust department of CHEMICAL BANK NEW © 


YorRK TRUST Co. 


NEW YORK—Donald J. Eick named trust officer at First 
NATIONAL City Trust Co. and assigned to the pension trust 
division. Prior to this he was an officer of MORGAN GUARANTY 
TRUST Co. and with the National Association of Manufactur- 
ers as head of its employee health and benefits committee. 


NEW YORK—UNITEpD StatTEs Trust Co. promoted Archibald 


C. Curry to vice president in charge of estates, and Everett © 
G. Henderson to asst. vice president in charge of the central 


order department of the investment division. Since joining 
the company’s investment department in 1941, Curry has 





CHAS. A. MANNING 
New York 


ARCHIBALD C. CURRY 
New York 


GILBERT C. HI!NE 
White Plain 
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MARVIN L. MILLARD 
Tulsa 


ROBERT PARKS 
Tulsa 


HENRY J. WYLIE 
Philadelphia 


specialized in estate investment problems, as he will continue 
to do. He is a Columbia U. graduate, 1917. Henderson has 
been with the Trust Company since 1929. 


SYRACUSE—Edward F. Beadel elected asst. trust officer of 
MARINE MIDLAND TRUST Co. OF CENTRAL NEW YORK. 


WHITE PLAINS—Gilbert C. Hine elected vice president and 
senior trust officer of NATIONAL BANK OF WESTCHESTER, suc- 
ceeding Elmer L. Fingar. Hine, a graduate of Gettysburg Col- 
lege and U. of North Carolina Law School, has previously 
been administrative trust officer at WACHOVIA BANK & TRUST 
Co., Winston-Salem. Mr. Fingar has set law practice un- 
der the firm name of Fingar & McQuaid and will be con- 
sultant to the trust department. Prior to joining the bank, 
he had been chief clerk of Westchester County Surrogate’s 
Court. 


NCRTH CAROLINA 
GASTONIA—NATIONAL BANK OF COMMERCE elected Miles 
H. Rhyne president succeeding J. G. Reading, named chair- 
man, Calvin C. Greear succeeds Rhyne as executive vice 
president and continues as trust officer, while Peter W. Gar- 
land becomes trust officer. 


NORTH WILKESBORO—J. K. Doughton advanced to senior 
trust officer at NORTHWESTERN BANK; D. Dwight Crater to 
trust officer. 


OHIO 

CLEVELAND—At Society NATIONAL BANK Dwight W. 
Hostetter became a trust officer, responsible for estate plan- 
ning and trust development. Hostetter returns to Cleveland 
from First NATIONAL BANK of Miami where he was vice 
president and trust officer in charge of trust development and 
estate planning, He is a graduate of Stonier Graduate School 
of Banking, Rutgers U. 


COLUMBUS—Promoted to trust officer of HUNTINGTON Na- 
TIONAL BANK was Lloyd E. Fisher, Jr.; Wendell B. Ashcroft, 
Jr. and Richard Lee Jackson named asst. trust officers. 
DAYTON—Tuirp NATIONAL BANK & TrusT Co. elected John 
A. Walter asst. trust officer. 

HAMILTON—Bernard H. Geyer, president of SECOND Na- 
TIONAL BANK, and Donald L. Litzelfelner were given the 
added duties of trust officer. Ernest J. Heiser retired as trust 
officer but remains as chairman of the trust committee. 


OKLAHOMA 

OKLAHOMA CITY—First NaTIOoNAL BANK & Trust Co. 
elected C. Randall Everest and Kenneth F. McKinzey asst. 
trust officers, and Stuart B. Strasner an assistant cashier in 
the trust department. 

TULSA—First NATIONAL BANK & Trust Co. named Robert 
H. Parks as petroleum consultant in the trust department, 
where he will be in charge of the more than 2,000 oil and 
gas properties held in and serviced by the department in 67 
counties of Oklahoma, and 23 states. Parks received his bach- 
elor of science degree from U. of Tulsa, and studied law for 
three years at U. of Houston. 

TULSA—At NatTionaL BANK oF TuLSA, Marvin Millard 
elected president, A. E. Bradshaw newly elected chairman of 


Marcu 1960 





FN 
Wo. F. BLACKMAN 
Philadelphia 


RosT. K. MCINNES 
Philadelphia 


JOHN BLESSING 
Philadelphia 


the board, E. I. Hanlon named honorary chairman, W. A. 
Brownlee (former president) vice chairman. 


OREGON 


PORTLAND—First NATIONAL BANK OF OREGON appointed 
Stetson B. Harman senior trust officer as well as vice presi- 
dent, remaining in charge of the trust department. Richard 
A. Welch who joined the department in 1926, named vice 
president in charge of personal trust administration. 


PENNSYLVANIA 


LANCASTER—William F. Hoke received the title of asst. 
vice president in addition to his present one of trust officer 
at FULTON NATIONAL BANK. 


PHILADELPHIA—First PENNSYLVANIA BANKING & TRUST 
Co. promoted Henry J. Wylie to vice president in the trust 
department where he heads the corporate trust division. Wy- 
lie recently completed 45 years with the Company after grad- 
uation from Girard College. 

John Blessing and Robert K. McInnes advanced to the new 
title of senior trust officers; John M. Karnick, John L. Leigh 
and Landreth T. Murray named trust officers; Edward F. 
Deiss and Henry S. Pease, Jr., senior investment officers; and 
Alber W. Snelson, trust investment officer. 


PHILADELPHIA—Nine recent promotions in the trust de- 
partment of GIRARD TRUST CORN EXCHANGE BANK include 
two new vice presidents — William F. Blackman in the es- 
tate planning division, and Paul B. Branin in charge of the 
trust administrative division. Blackman formerly headed the 
tax division. Two new senior trust officers, a title which car- 
ries the same rank as vice president, are Norman J. Linker, 
in charge of the trust section, and Fredric J. Mainwaring in 
charge of the probate section, of the administrative division. 

Moving up to trust officers are Paul A. Carr, head of the 
trust accounting section, and Seibert L. Dorner of the trust 
administrative division. William S. Davis advanced to invest- 
ment officer; Thomas E. Burns, Jr. and John H. Todd became 
estate planning officers. 


PHILADELPHIA—Elmer §S. Carll has become chairman and 
chief executive officer of INDUSTRIAL TRUST Co. and is suc- 
ceeded as president by Samuel Weintrott. William A. 
Schnader elected vice president and chairman of the execu- 
tive committee and continues as head of the trust committee. 


PITTSBURGH—MELLON NATIONAL BANK & TRUST Co. ap- 
pointed Carl W. Stenberg trust officer; John G. Maloney and 
Bertram Beermann assistant secretaries in the trust depart- 
ment. Stenberg joined the banking department in 1936 and 
four years later moved to the trust department. 





PAUL B. BRANIN 
Philadelphia 


NORMAN J. LINKER 
Philadelphia 


F. J. MAINWARING 
Philadelphia 
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FRANCIS A. DEVLIN BURTON S. HOLMES 
Pittsburgh Pittsburgh 


PITTSBURGH—Francis A. Devlin and Burton S. Holmes 
elected vice presidents in the business development division 
of the trust department of PITTSBURGH NATIONAL BANK. Two 
new trust officers in this division are Lee W. Hummel and 
Roger E. King. 

In the personal trust division Martin C. Hoffman, James 
M. Patton, Joseph A. Richardson, Jr., Asa W. Smith, Emerson 
S. Smith and John R. Smith elected asst. vice presidents; 
and John B. Barbour and Ray N. Lochner named trust offi- 
cers. In trust operations division, Philip F. Meider elected 
asst. vice president. 

In tax services, Edward H. Winter elected asst. vice presi- 
dent; Raymond T. Beck, W. Reid Lowe and Harry C. Rahn, 
trust officers; and Robert Mawhinney and Paul H. Schwartz, 
tax officers. In corporate services, new trust officers are: 
George W. Hoffman, Robert Lennox, William H. Powderly, III 
and Ralph W. Strain. In trust investment: Eric Bjornlund, 
Frank P. Glackin, Jr. and P. Richard Zutterling elected in- 
vestment officers. 

Philip K. Herr was incorrectly identified last month (p. 142) 
with the picture of John A. Byerly, chairman of the board 
of Pittsburgh National, of which Mr. Herr is senior vice 
president (see p. 171 this issue). 


CARL W. STENBERG 
Pittsburgh 
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SCRANTON—Arthur D. Hemelright, 
vice president in the trust department 
of NORTHEASTERN PENNSYLVANIA Na- 
TIONAL BANK & Trust Co., elected a 
director. Hemelright joined ScRANTON 
LACKAWANNA TRUST Co. in 1940 and re- 
mained with the bank upon merger with 
Northeastern. He is a graduate of Ston- 
ier Graduate School of Banking. 





A. D. HEMELRIGHT 





: tok tk 
WILTAAMSPORT—Malvin F. Gstald- 
er, senior trust officer of First NATION- 
AL BANK, also elected president suc-,. 
ceeding J. W. Whiting, now chairman; 
John C. Brachbill elected vice president 
and trust officer. Gstalder joined the 
bank in 1921 and is a graduate of the 
Stonier Graduate School of Banking. 


M. F. GSTALDER 





—. 


TEXAS 
HOUSTON—Promoted to trust officers at NATIONAL BAnx 
OF COMMERCE were Maurice E. Butler, Harry W. Simms and 
William L. Woellert; to asst. trust officers, Albert Dennis and 
William Gage. 
VICTORIA—Charles A. Kutchka advanced to asst. trust of- 
ficer of VICTORIA BANK & TRusT Co. 


UTAH 
SALT LAKE CITY—Woodley Shipp elected asst. trust officer 
of WALKER BANK & TRusT Co. 


VIRGINIA 


ARLINGTON—Ernest D. Wilt became president of ARLING- i 
TON TrusT Co. succeeding Lawrence W. Douglas, president 7 
and trust officer. Wilt formerly was executive vice president, © 


ORANGE—CITIZENS NATIONAL BANK elected John J. Brown- 


ing as first vice president, trust officer and secretary; and | 


Miss Katherine Peatross, asst. trust officer. 


WAYNESBORO—E, R. Coiner promoted to vice president 
and asst. trust officer of CITIZENS-WAYNESBORO BANK & 
Trust Co. 

WASHINGTON 
SEATTLE—E. P. Brevig has resigned as vice president and 
trust officer at the Boeing branch of PAcIFIC NATIONAL BANK, 


SEATTLE—O. R. Cowin promoted to asst. trust officer at F 
PEOPLES NATIONAL BANK OF WASHINGTON; and E. C. Schaad [7 


transferred to assistant auditor in the trust department. 


CANADA 


TORONTO—C. F. Harrington, vice president of THE ROYAL i 


Trust Co., elected a director. 
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Complete Trust Service In The 


Individuals and Corporations 


MANUFACTURERS NATIONAL BANK 


Travers Heads New York 
Stock Transfer Association, 
Succeeding Williams 


Edward S. Travers, vice president, 
Manufacturers Trust Co., 
chairman of the Executive Committee of 
the New York Stock Transfer Associa- 
tion. He succeeds Joseph E. Williams of 
The Chase Manhattan Bank, who will 


Committee. 


the Association also changed hands, when 


for approximately a decade, declined re- 
election but agreed to continue as a memn- 
ber of the Executive Committee. George 
E. Wasko, transfer agent, Atchison, 
Topeka and Santa Fe Railway, was elect- 


vice president, The Bank of New York, 
| was re-elected treasurer. 
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EXECUTIVE PLACEMENT 


'— 


Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 











June graduate, Univ. of South Dakota, 
seeks position in trust department on 
West Coast. Married, veteran, 29, three 
years as Special Agent, Army Counter 
Intelligence Corps. Member of Law Re- 


| Court Team. 63-2. 


Attorney, Harvard ’49, 12 years inten- 
sive experience in drafting and adminis- 
tering trusts, estate planning, seeks posi- 
tion with established trust department, 
preferably West Coast or Northeast. 63-3 

Trust officer, 40, lawyer, eight years in 
all phases trust administration, opera- 
tion, estate planning and sales promo- 
tion desires responsible position. Quali- 
fied to head branch or department. 63-4 

Investment analyst, 42, fifteen years 
broad investment and advisory experi- 
ence. Desires responsible bank or trust 
position. Now in Midwest but willing to 
accept promising situation elsewhere. 63-5 

Position of assistant trust officer in 
trust and estate administration in me- 
dium size trust department desired. Pres- 
ently supervisor of Tax Division, four 
years experience, age 35. Also accounting 
and business background. 63-6 

June law graduate desires trust work 
or position requiring travel. Single with 
no military limitations. Geographical lo- 
cation of no significance. Complete re- 
sume available upon request. 63-7 

Trust officer, 45, 5 years as head of 
smaller trust department, 4 years law 
practice, 4 years with F.B.I., seeks first 
or second spot in larger department 


_ seeking competent man for administra- 


tion and estate planning, 





elect- § 
stant 7 


York, @ 


"ATES 





) operations. Will relocate. 62-8 


preferably 
Midwest or Southeast. 912-2 

Attorney, 36, currently head of trust 
department in medium size bank, de- 


) sires position with progressive bank. 


Past record will speak for itself. Prefers 
south, southwest or west. 62-4 

Administrative assistant, 30, with 
nine years experience in administration 
and operations, desires to locate in south- 
west. 62-5 

Trust officer, 36, MBA degree, 10 years 
experience in trust investment and ad- 
ministration with large midwest trust 
company. Desires position with better 
Prospects, preferably midwest, but op- 
portunity is of primary importance. 62-6 

Trust investment department man- 
ager, 34, with 9 years experience, de- 
sires official position with small growing 
department. Qualified for account ad- 
ministration and responsibilities in in- 
vestment policy-making and _ general 
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COLLEGE 
ADMINISTRATORS 


Several colleges are seeking 
staff men experienced in 
trust new business procure- 
ment. Salary about $12,000. 
Write for confidential inter- 
view in Chicago or New York. 








Box H-63-1, Trusts and Estates 
50 East 42nd St., New York 17 








HAWAII OPPORTUNITY FOR 
TRUST OFFICER 


Management / Consultant 


Long established trust company in Hono- 
lulu, Hawaii, is interested in an executive 
experienced in all branches of trust and es- 
tate work, to serve on a contract basis as an 
active, on-the-spot officer/consultant. Ex- 
perience in life insurance, property man- 
agement, real estate, securities, would be 
helpful. Company is now in process of re- 
vitalization. This may be of special interest 
to an executive in early retirement. Write 
The Manager, P. O. Box 2113, Honolulu, 
Hawaii, stating qualifications, availability, 
compensation required on basis of 12 or 
18-month contract. 





TRUST NEW: BUSINESS 
MAN 


Excellent opportunity for trust new busi- 
ness solicitor offered by progressive bank 
in medium-sized community in. Mid-East- 
ern State. Knowledge of Estate Planning 
desirable but not essential. Sales training 
will be supplied. Position should lead to 
administrative head of trust department in 
brief period. Salary open. Aggressive sup- 
port of top management assured. 


Box H-63-9, Trusts and Estates 
50 East 42nd St., New York 17 











WANTED 
TRUST OFFICER 


Qualified in estate planning and 
administration to head Trust De- 
partment in growing New England 
bank. 
H-63-10, Trusts and Estates 
50 East 42nd St., New York 17 











TRUST REPRESENTATIVE 


Young man, age 30-35, wanted for me- 
dium sized Trust Department in South- 
ern New England. Will train in trust New 
Business, position eventually leading into 
estate and trust administration, and title. 


Box H-63-11, Trusts and Estates 
50 East 42nd St., New York 17 











Young man experienced in portfolio 
management and securities analysis now 
with prominent New York City institu- 
tion, desires position as Investment offi- 
cer or assistant with future in growing 
trust company. Will relocate. 62-7 





Pension consultant, 44, firm liquidat- 
ing, desires connection with aggressive 
trust department. Experienced in legal, 
administrative and technical aspects of 
pension/profit sharing plans and solici- 
tation thereof. 62-9 
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MERGERS, NEW TRUST POWERS 
CHANGE OF NAME 


Jonesboro, Ark. — New trust powers 
have been granted to First NATIONAL 
BANK. Garland Kirkpatrick, vice presi- 
dent and cashier with the bank for eight 
years, will be in charge of the trust de- 
partment. 

Chicago, Ill. — Directors of HARRIS 
Trust & SAVINGS BANK and CHICAGO 
NATIONAL BANK have authorized their 
managements to enter into negotiations 
looking toward the merger of the latter 
into the Harris Trust. 

St. Joseph, Mo. — EMPIRE TRuST Co. 
and the TooTLE NATIONAL BANK consoli- 
dated under the name of TOoOoTLE-EN- 
RIGHT NATIONAL BANK. Milton Tootle, 
Sr., president of Tootle National, will oc- 
cupy the same office in the merged insti- 
tution; Fairleigh Enright, Empire Trust 
president, named chairman. 

Baltimore, Md.—Directors of FIDELITY- 
BALTIMORE NATIONAL BANK and MArRy- 
LAND TRUST Co. approved consolidation, 
which would create the largest bank in 
Maryland, under the name BALTIMORE 
NATIONAL BANK. 

Lincoln, Neb. — UNION BANK has re- 
ceived approval from the State Director 
of Banking and F.D.I.C. to set up a 
trust department with president Charles 
H. Wear as temporary trust officer. Ap- 
peal will be made from the interpreta- 
tion by the Attorney General that the 
1959 law permitting State banks to 
create trust departments does not allow 
use of the word “trust” in the bank 
name. 

Bay Shore, N. Y. — The name of 
First NATIONAL BANK & TrRusT Co. has 
been changed to First NATIONAL BANK 
but will continue to exercise trust powers. 





Greenville & Winston-Salem, N. C. — 
Merger of GUARANTY BANK & TRUST Co. 
into WACHOVIA BANK & TRUST Co. has 
been approved by stockholders, with the 
former becoming the Greenville branch 
under the management of J. H. Waldrop, 
president of Guaranty. 

Enid, Okla. — CENTRAL NATIONAL 
BANK’sS name has been changed to CEN- 
TRAL NATIONAL BANK & TRUST Co. 

Bedford, Pa. — HARTLEY NATIONAL 
BANK received new trust powers and 
named Clemons H. Johnson as trust of- 
ficer. 

Wilkes-Barre, Pa. — The name of 
FirsT-SECOND NATIONAL BANK & TRUST 
Co. has been changed to First NATIONAL 
BANK. It had been operating under the 
prior name since 1957 when Second Na- 
tional Bank consolidated with First Na- 
tional. Both banks were established in 
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IN MEMORIAM 


Chicago, Ill. — Lewis LINN Mc Ar- 
THUR, retired vice president in the trust 
department of NORTHERN TRUST Co. 

Newark, N. J. — Horace K. Corsin, 
honorary chairman of the board and a 
member of the trust committee, FIDELITY 
UNION TRUST Co. 

Svracuse, N. Y. — ALBERT MERRILL, 
ehairman of the board, First Trust & 
DeEpPosiT Co. 

Cincinnati, Ohio — CHARLES H. Hom- 
BERG, assistant trust officer, FIFTH THIRD 
UNION TRUST Co. 

San Antonio, Texas — Epwarp A. 
SIBLEY, vice president and trust officer, 
Frost NATIONAL BANK. 

Seattle, Wash. — CAMPBELL KELLEHER, 
trust officer of SEATTLE-FiIRST NATIONAL 
BANK. 
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Customers Moving 
to Georgia? 


Give them a friendly send-off 
—an introduction to the Trust 
Department of First National 
Bank. Our experienced Trust 
Officers take special pleasure 
in handling the estate prob- 
lems of newcomers referred 
to them by colleagues. 


First National’s free 
booklet on estate plan- 
ning is available to your 
Georgia-bound custom- 
ers. Write for a copy. 


The Atlanta Bank Serving the South Since 1865 


Where Do Presidents Come 
From? 

Publication, in the program cf the| 
41st Mid-Winter Trust Conference, of! 
the living past presidents of the Amer. 
ican Bankers Association Trust Div isiop, 
prompted a review of the state origins 
of presidents since the founding of the 
Division (then “Section”) in 1896, 
Starting with Henry M. Dechert of Phil. 
adelphia as the first, Pennsylvania has 
been represented seven times in this 
post, second only to New York state with 
twelve, and followed by Missouri with! 
six. Illinois and Ohio account for five 
each, Massachusetts and North Carolina 
have both provided three, in the latter? 
case all being from the same bank, as) 
was true of the two presidents from In.” 
diana. Breckinridge Jones of St. Louis— 
“father of the Trust Company Section’) 
— was the only man to serve more than} 
one term. 

Besides the new states of Alaska and 
Hawaii, the following 22 states and the! 
District of Columbia have never been 
represented in this post: Arizona, Ar-/ 
kansas, Colorado, Florida, Idaho, Iowa, 
Kansas, Kentucky, Montana, Nevada, 
New Hampshire, New Mexico, North 
Dakota, Oklahoma, South Carolina, 
South Dakota, Tennessee, Utah. Ver. 
mont, Washington, West Virginia and 
Wyoming. 
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THREE NAMED TO COMMITTEE ON 
ADMISSIONS OF NATIONAL TRUST SCHOOL 


} 


Reese H. Harris, Jr., executive vice 
president, The Hanover Bank, New 





York; William F. Lackman, vice presi- 
dent, Morgan Guaranty Trust Co., New 
York; and Gilbert T. Stephenson, direc” 
tor, Planters National Bank and Trust | 
Co., Rocky Mount, N. C., have been ap-7 
pointed the faculty committee on admis: 
sions for the National Trust School, / 
sponsored by the Trust Division of the? 
American Bankers Association. 
The school will hold its first session} 
August 8-26 on the campus of North-| 
western University, Evanston, Illinois 
It is designed primarily to offer instruc. 
tion to men who have comparatively re 
cently entered trust work. An enrollment 
limit of about 200 has been set. 
William S. Dillon, vice president of/ 
the American National Bank and Tru} 
Co. of Chicago, was appointed to the | 
Board of Regents of the school. Mr. Dil:| 
lon had been chairman of the committee 
of the Illinois Bankers Association’! 








Trust Development School which was§ 
merged recently with the new National | 


Trust School. 
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STATES 


WHAT LAW GOVERNS? 
(Continued from page 188) 


local law of the domicil does not invali- 
date the trust or a provision of the trust 
instrument if the trust would be valid 
under the law of the state designated or 
of the state of administration. It has 
been held, however, that a provision 
which is illegal as encouraging divorce 
is invalid, if such a provision is against 
the strong policy of the domicil, even 
though it would not be held to be in- 
valid under the law of the place of ad- 
ministration.” 

The provision respecting designation 
of the governing law, provided that such 
state has a substantial connection with 
the trust, is the same as that with respect 
to inter vivos trusts. The trust will be 
upheld if valid under the law of the 
designated state even though it would be 
invalid under the law of the domicil, un- 
less it is contrary to a strong public 
policy of the state of domicil. It is to be 
noted that this applies to questions of 
capacity, of formal validity, and of sub- 
stantial validity. Is this too bold a state- 
ment? It has been so held in the case of 
the rule against perpetuities, suspension 
of the power of alienation, accumulations, 
and indefiniteness of beneficiaries. 


In the absence of such a designation 
by the testator, the trust is upheld if 
valid under the law either of the state of 
the testator’s domicil or of the state in 
which the trust is to be administered. 
Thus it will be upheld if valid under the 
law of the state in which it is to be ad- 
ministered, even though it would be in- 
valid under the law of the testator’s 
domicil, in the absence of a strong pol- 
icy of the state of domicil. It has been 
so held in the case of the rules against 
perpetuities, suspension of the power of 
alienation and accumulations. It has 
been so held where a bequest is made to 
an unincorporated association of a state 
other than that of the testator’s domicil 
if valid there, even though it would fail 
for want of a definite beneficiary in the 
state of the testator’s domicil. So also, 
a trust for charitable purposes to be ad- 
ministered in another state has been up- 
held, even though it would not be valid 
in the state of the testator’s domicil. 

Does the same principle apply to all 
questions relating to the substantial 
validity of the trust, where there is no 
strong public policy of the state of domi- 
cil invalidating the trust? 

If a trust or a provision as to the trust 


— 


™atter of Agnew, 11 Misc. 2d 1006, 174 N.Y.S. 2d 
1008 (1957). 
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is to be upheld if valid under the law of 
the state “where the trust is to be admin- 
istered” as stated in the revision, it is 
important to determine the state where 
it is to be administered. As in the case 
of an inter vivos trust, if no place of ad- 
ministration is specifically designated by 
the testator, it may be reasonable to in- 
fer that he intended that the trustee 
would administer the trust at his or its 
principal place of business. The infer- 
ence can clearly be drawn where a trust 
company is named as trustee, except per- 
haps where it is or may be qualified to 
do business elsewhere. The inference is 
not so strong in the case of individual 
trustees, although other factors may 
clearly indicate that the trust is to be 
administered at the trustee’s domicil or 
place of business. 


Questions of Administration 


Questions of administration include 
those relating to the powers and duties 
and liabilities of the trustee. They in- 
clude questions as to: 


e@ what are proper investments 

e what receipts and expenses are al- 
locable to income and what to prin- 
cipal 

e trustee’s rights to compensation 

e trustee’s rights to indemnity out of 
the trust estate for expenses incurred, 
and right to indemnity from co-trus- 
tees 

e power of the trustee, including 
power to sell or to mortgage, or to 
compromise claims 

e how far such powers may be exer- 
cised by surviving or successor trus- 
tees 

e whether co-trustees must all concur 
in the exercise of powers 


e what constitutes a breach of trust 
and the extent of liabilities which may 
be incurred for breach of trust 

e remedies which the beeficiaries 
may have for breach of trust, and 
whether the beneficiaries may be pre- 
cluded from holding the trustee liable 
by their consent, or by laches or the 
statute of limitations, or by an ex- 
culpatory provision in the trust in- 
strument 

e terminability of the trust. 


As to administration, there is also the 
question as to the proper court to exer- 
cise supervision over the administration 
of the trust, to give instructions to the 
trustee, and to pass upon his accounts. 
As is elsewhere stated in the original 
Restatement and in the revision, the ad- 
ministration of a trust of interests in 
movables is usually supervised by the 
courts of the state whose local law gov- 
erns the administration of the trust. See 
Sec. 299. This does not mean that a 
court of another state which has juris- 
diction over the trustee may not enter- 
tain a proceeding by a beneficiary to 
prevent or redress a breach of trust. See 
Sec. 108a. It does mean, however, that a 
court of the state whose law governs the 
administration is the proper court to 
exercise supervision over the administra- 
tion of the trust, to give instructions to 
the trustee, to pass upon his accounts, 
and the like. 

What law governs these matters of ad- 
ministration? 


Administration of Trust Created 
Inter Vivos 


In the original Restatement, Sec. 297, 
it is provided that “A trust of movables 
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created by an instrument inter vivos is 
administered by the trustee according to 
the law of the state where the instrument 
creating the trusts locates the adminis- 
tration of the trust.” It is proposed to 
restate this section more broadly as fol- 
lows: “The administration of an inter 
vivos trust of interests in movables is 
governed (a) by the local law of the 
state designated in the trust instrument 
as that of the governing law, provided 
that, as to matters which are not within 
his control, that state has a substantial 
connection with the trust, or (b) if there 
is no such designation or if it is ineffec- 
tive, by the local law of the state with 
which the administration of the trust is 
most closely connected.”® 

Again the proposed section lays great 
stress on the intention of the settlor. He 
may, for example, provide that in mak- 
ing investments the trustee shall be gov- 
erned by the law of Massachusetts 
(where the Prudent-Man Rule prevails) , 
just as he might provide specifically that 
the trustee may make such investments 
as a prudent man would make. This is 
true even though all the other elements 
of the trust are situated in a state in 
which there are restrictions as to trust 
investments. So also, he may provide 
that the Massachusetts rule shall apply 
to the allocation of dividends on shares 
of stock held in the trust. Or, indeed, he 
may provide generally that the adminis- 
tration of the trust shall be governed by 
the law of Massachusetts. Such a pro- 
vision is effective under the proposed 
section as to all matters of administra- 
tion which are within the control of the 
settlor. 

As to matters which are not within the 
control of the settlor, he has not quite so 
free a hand. The state which the settlor 
designates must have some substantial 
connection with the trust. This is true, 
for example, with respect to such matters 
as restraints on the alienation of the 


8See note 2. 


beneficiary’s interest, provisions for ac- 
cumulation, exculpatory provisions, and 
matters relating to the proper court to 
exercise supervision over the trust. It 
applies to all such matters of administra- 
tion as may be held to be against public 
policy in some states but not in others. 
But he may effectively designate the gov- 
erning law to be that of the state in 
which the trust is to be administered, or 
that in which the trust property is sit- 
uated, or that of the domicil of the trus- 
tee, or that of the domicil of the settlor, 
or perhaps that of the domicil of the 
beneficiaries. 

In the absence of an effective designa- 
tion by the settlor, the administration of 
a trust created inter vivos is to be gov- 
erned by the local law of the state with 
which the administration is most closely 
connected. That state is ordinarily the 
state in which the settlor intended that 
the trust should be administered, the 
state in which he has located the admin- 
istration of the trust. Where the settlor 
names a trust company as trustee, this 
ordinarily indicates that he intends the 
trust to be administered in the state in 
which the trust company is organized 
and does business. 


Administration of Trust Created 


by Will 


In the original Restatement, Sec. 298, 
it is provided that “A testamentary trust 
of movables is administered by the trus- 
tee according to the law of the state of 
the testator’s domicil at the time of his 
death unless the will shows an intention 
that the trust should be administered in 
another state.” It is proposed to restate 
this section as follows: “The administra- 
tion of a trust of interests in movables 
created by will is governed (a) by the 
local law of the state designated in the 
will as that of the governing law, pro- 
vided that, as to matters which are not 
within the testator’s control, this state 
has a substantial connection with the 
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trust, or (b) if there is no such desig:a- 
tion, or if it is ineffective, by the local 
law of the state of testator’s domicii at 
death, unless the administration of ‘he 
trust is more closely connected with 
some other state, in which case the lccal 
law of the latter state will govern.”® 

Where a trust is created by will, ordi- 
narily its administration, like its valid- 
ity, will be governed by the law of the 
domicil of the testator. The testator may, 
however, expressly or impliedly provide 
otherwise. The proposed revision as to 
matters which are within the testator’s 
control is the same as the provision with 
respect to inter vivos trusts, discussed 
above. There would seem to be no dis- 
tinction between an inter vivos trust and 
a trust created by will with respect to 
these matters. But as to matters which 
are not within the testator’s control, a 
question arises as to the validity of the 
provision. We have seen that the state of 
the domicil of the testator may hold the 
trust or a provision invalid, even though 
it would be valid under the law of the 
state designated by the testator, if the 
provision is against the strong public 
policy of the state of the testator’s domi- 
cil. Should this section so provide? 

In the absence of an effective designa- 
tion by the testator, the administration 
of a trust created by will is to be gov- 
erned by the local law of the state of the 
testator’s domicil at death, unless the ad- 
ministration of the trust is more closely 
connected with some other state, in 
which case the local law of the latter 
state will govern. This means that al- 
though other factors may be important, 
the most important is the place where the 
testator intended that the trust should be 
administered. Thus, if the designated 
trustee is a trust company of a state 
other than that of the testator’s domicil, 
the administration of the trust will or- 
dinarily be governed by the law of the 
state in which the trust company is or- 
ganized and does business. 


Procedural Questions as to 
Testamentary Trusts 


Where a trust is created by will and 
under the rule stated in this section the 
governing law is that of a state other 
than that of the testator’s domicil, cer- 
tain procedural difficulties may arise 
which do not arise in the case of an inter 
vivos trust. At common law, the court 
which had jurisdiction over the probate 
of the will did not have jurisdiction over 
trusts created by the will. But today in 
many states a testamentary trustee is not 
permitted to act as trustee until his ap- 


®*See note 2. 
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poin'ment has been confirmed by the 
cour! of probate, and thereafter he is 
accountable to that court. The executor 
is not authorized to hand over the trust 
property to the trustee until he has so 
qualified. 

In these states, if under the terms of 
the will the trust is to be administered in 
a state other than that of the testator’s 
domicil, several questions arise. Will the 
court of probate authorize the transfer 
of the property to the trustee unless and 
until he qualifies as trustee in that court? 
Or will the court authorize the transfer 
if the trustee qualifies in a court of the 
state of administration? Or will the 
court authorize without making the trus- 
tee accountable to any specific court? 
These are procedural questions arising 
out of local statutes changing the com- 
mon law. They are quite distinct from, 
although very much affecting, the rules 
stated above which deal with the ques- 
tion as to what law shall be applied by 
any court. 

It has been held that where a testator 
bequeaths property to a charitable cor- 
poration of another state in trust for cer- 
tain purposes, the corporation need not 
qualify as trustee in the probate court 
of the domicil of the testator and that 
the legacy should be paid over by the 
executor to the corporation. So also, 
where a testator by will pours over prop- 
erty to the trustees of a living trust ad- 
ministered in another state, it would 
seem that the trustees of the living trust 
are not required to qualify in the pro- 
bate court of the state of the domicil. 
Where the will simply directs that prop- 
erty bequeathed shall be held in a trust 
to be administered in another state, the 
law is not clear. 

I have been assuming that the trust 
property is in the hands of the executor 
in the state of the testator’s domicil. Sup- 
pose, however, that the assets are at the 
testator’s death situated in another state 
and that he has directed that the trust be 
administered in that state. The question 
then arises whether the trustee can take 
possession of the property and adminis- 
ter it without obtaining the consent of 
the court of the testator’s domicil. Can 
he do this by taking out ancillary letters 
in the state where the property is sit- 
uated and where the trust is to be ad- 
ministered ? 


Change of Place of Administration 


Both in the case of an inter vivos trust 
and in that of a trust created by will, the 
settlor or testator may authorize or di- 
tect that the original place of adminis- 
tration be changed to another state. He 
may expressly provide that under certain 
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circumstances the property shall be 
transferred by the original trustee to a 
trust company of another state. So also 
he may provide that the trustee or bene- 
ficiaries or a third person may appoint 
a substitute or successor trustee, and 
they may thereby be authorized to ap- 
point a trust company of another state. 
Even in the absence of such provisions 
in the trust instrument or will, it may 
become desirable to change the place of 
administration, as where the beneficiar- 
ies and trustee move to another state. It 
may for other reasons become unduly 
burdensome or inconvenient to continue 
the administration of the trust in the 
original state. 

Two questions may arise: first, wheth- 
er the assets may be removed from the 
original state and the trust administered 
by the original trustee or a successor 
trustee in the second state; secondly, 
whether the law governing the adminis- 
tration of the trust should be that of the 
original state or of the second state. 

Where an inter vivos trust has not be- 
come subject to the jurisdiction of a 
court, as by the court’s appointment of a 
trustee, it would seem that there is no 
need to apply to a court for permission 
to change the place of administration, at 
least if such a change is authorized ex- 
pressly or impliedly by the terms of the 
trust. It would seem also, although this 
is not so clear, that thereafter the admin- 
istration of the trust should be governed 
by the law of the second state if the set- 
tlor has expressly or impliedly author- 
ized the change of the place of adminis- 
tration, as by permitting the appoint- 
ment of a successor trustee in another 
state.1° 

If a trust is created by will and if the 
appointment of the trustee must be con- 
firmed by the court of the testator’s 
domicil to which he is to be thereafter 
accountable, it would seem to be neces- 


10See Wilmington Trust Co. v. Wilmington Trust 
Co., 26 Del. Ch. 397, 24 A. 2d 309 (1942). 


sary to apply to the court for an order 
permitting the transfer of the adminis- 
tration of the trust to another state. The 
court will presumably permit the trans- 
fer if it was expressly or impliedly au- 
thorized by the will, or even if it was 
not so authorized, if the court finds that 
it will be unduly burdensome or incon- 
venient to continue the administration in 
the original state. I have discussed above 
the procedural difficulties which may 
arise where a testamentary trust is to be 
administered in a state other than that 
of the testator’s domicil. 

It is not clear whether the authoriza- 
tion of the court to remove the adminis- 
tration of the trust to another state sub- 
jects the administration of the trust to 
the law of the second state. It may be 
material whether the change is made in 
pursuance of an authorization or direc- 
tion of the testator, express or implied, 
or whether it is made for reasons of con- 
venience. 

Questions as to the change of the place 
of administration are dealt with in the 
revision in Sec. 297, Comment e (as to 
inter vivos trusts), and Sec. 298, Com- 
ment d (as to testamentary trusts). 


Law of the Situs 


I have shown that, under the provis- 
ions of the revision, the law governing 
the validity and administration of trusts 
is not ordinarily that of the state of the 
situs. It was thought, however, by the 
revisers that the state of the situs might 
refuse to apply any but its local law 
where the law of the otherwise governing 
state would be contrary to a strong pub- 
lic policy of the state of situs. 

Accordingly, in the four sections 
which I have quoted, dealing with the 
validity and administration of trusts, a 
provision was inserted, “unless the law 
of the state in which a chattel or docu- 
ment is situated is to the contrary.” At 
the annual meeting of the members of 
the Institute at which this material was 
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discussed, there was strong objection to 
this clause. Some members thought that 
it should read, “contrary to a strong 
public policy of the state in which a 
chattel or document is situated.” That, 
indeed, is what was the real meaning of 
the revisers, as appears in the comment 
to these sections. Some members thought 
that the clause should be omitted alto- 
gether and that there should be no refer- 
ence to the law of the state of situs, ex- 
cept as that might be one of the factors 
in determining the state most closely 
connected with the trust or its adminis- 
tration. 

The question remains, however, 
whether the trust should be invalid as to 
any item of the trust even though there 
is a strong public policy in the state of 
the situs. Must the forum always look to 
the law of the state of the situs to see 
whether it has such a strong public pol- 
icy? Or should it simply apply the law 
of the state which in the various sections 
is said to be the governing law? 


MARITAL DEDUCTION 
(Continued from page 192) 


surance policies are made payable to it 
during his lifetime, the defined fund 
against which the described fraction is 
to be applied will necessarily have to in- 
clude some or all of the augmentations 
of the trust arising as a result of the 
death of the husband. Even though the 
trust is funded during the lifetime of the 
husband, the defined fund may include 
such augmentations. When the defined 
fund includes any augmentation of the 
trust resulting from a pour over of the 
residuary estate, the residue poured over 
will normally be depleted by the pay- 
ment of funeral expenses, debts, expenses 
of administration and death taxes so 
that the defined fund in the trust will be 
comparable to a gift of a fractional share 
of the residue when the residue is de- 
fined as what is left after the payment of 
all death costs. 

Whether the revocable inter vivos 
trust is funded or not, it is possible to 
set up under the trust on the death of 
the husband a marital deduction gift, 
such as a power of appointment marital 
deduction trust,1* and place therein a 
nominal amount such as one dollar. This 
empty shell can be filled by a pour over 
from the husband’s will of a fractional 
share of the residue of his estate. This 
arrangement presents all of the problems 
of defining the residue which have been 
previously considered. 


Exclusion of Use of Certain Items 
in Defined Fund in Making Up 
Fractional Share 


If the marital deduction gift is a frac- 
tional share of the residue and foreign 
realty is one of the items in the residue 
as it is defined, no portion of such realty 
should pass to the marital share because 
the marital deduction is not available as 
to property not includible in the hus- 


14Power of appointment marital deduction trusts 
are considered in Casner, Estate Planning, page 679. 
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band’s gross estate, and foreign rea! y is 
not so includible.’> The foreign cath 
tax credit may be lost with respect tc the 
part of such tax attributable to property 
subject to foreign death taxes that is dis. 
tributable to a marital deduction gift and 
hence it may be desirable to exclude <uch 
property from the marital share.’® Some 
so-called terminable interests musi be 
kept from marital deduction gifts or the 
amount of the available marital deduc. 
tion will be reduced.17 

The defined fund against which the 
fraction is to be applied may include 
these undesirable items initially with a 
mandate that the fractional share of each 
undesirable item which otherwise would 
pass to the marital share shall be dis. 
tributed to other than the marital share 
and property of equivalent value will be 
transferred from such other share to the 
marital share in place thereof. This man. 
date in effect sets up on the date of dis. 
tribution a dollar claim in favor of the 
marital share equal in amount to the 
then value of the diverted property. It is 
conceivable that the satisfaction of such 
dollar claim will be treated the same for 
tax purposes as the satisfaction of any 
other dollar claim so that a taxable gain 
may be produced by its satisfaction.' 
Revenue Ruling 55-117, 1955-1 C.B. 233. 

Revenue Ruling 55-117 is concerned 
with a case where a single beneficiary is 
entitled to the entire corpus, part of it 
now and the balance of it later. Under 
these circumstances, no claim in favor of 
one of several beneficiaries is being sat- 
isfied by the distribution and may be in- 
terpreted to cover fractional share gifts 
with multiple beneficiaries but it is not 
clear at this stage that it will be so inter- 
preted.?® 

The marital gift will be unaffected by 
the fluctuation in value of the undesir- 
able items prior to the date of distribu- 
tion if the mandate in regard to such 
items requires that they be initially al- 
located at estate tax values to the non- 
marital share and that other property 
of equivalent value be initially allocated 
at estate tax values to the marital share. 


15See Sec. 2031(a) of the 1954 I.R.C. Appointive 
assets may be inc:cdible in the residuary estate and 
may not be in the decedent’s gross estate. See Sec. 
2041 of the 1954 I.R.C. 

16See Sec. 2014 of the 1954 I.R.C. 

17The tainted terminable interests are examined 
in Casner, Estate Planning, page 662. 

18]t should be noted that if the yes answer stands, 
the wife who receives property in satisfaction of 
such dollar claim will pick up a new basis for the 
property so received whereas the other share which 
is required to take the items excluded from the mari- 
tal share probably will take the basis of the estate 
as to such items. 

19Tt should be noted in passing that the Ruling 
deals with a case where the fiduciary had discretion 
to allot specific property to a particular share where- 
as the exclusion of the use of undesirable items in 
making up the marital share is mandatory. This dif- 
ference, however, should not be significant. 
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This arrangement does not eliminate the 
possible contention (which should not 
prevail) that the proceeds of the sale of 
the undesirable items are being used to 
satisfy the marital gift. It should elimin- 
ate, however, the realization of any gain 
by the estate in satisfying the dollar 
amount which is owing to the marital 
share in place of its portion of the un- 
desirable items, 

The fund against which the described 
fraction is to be applied can be defined 
so as to exclude initially from the fund 
the undesirable items. For example, if 
one-half of the residue is to pass to the 
testator’s wife, the residue could be de- 
fined as what is left after taking out 
specific bequests and devises, pecuniary 
legacies, funeral expenses, debts, ex- 
penses of administration and the de- 
scribed undesirable items, the undesir- 
able items could be given directly to the 
nonmarital share. This arrangement 
should eliminate any possibility of a 
gain being realized on the distribution 
of the marital share. It should be noted, 
however, that one-half of such a defined 
residue will not produce as large a mari- 
tal deduction gift as one-half of the resi- 
due with the undesirable items initially 
included but with a mandate that the un- 
desirable items are to be assigned to the 
nonmarital share on distribution and 
that other property of equivalent value 
is to be assigned to the marital share in 
place thereof. When a formula-obtained 
fraction is employed, however, the 
amount of the marital deduction will not 
vary, whether the defined fund includes 
or excludes initially the undesirable 
items. The worth of what the surviving 
spouse receives on distribution, however, 
may differ because the items allocated 
to the marital share will not be the 
same.”° 


Discretion to Items of Equivalent 
Value 


One objection which sometimes is 
made to fractional share marital deduc- 
tion gifts is that property may be put 
under the control of the surviving spouse 
which in the overall family situation 
should not be put under her control. This 
may be true where there is stock in a 
closely-held family business. A specific 
bequest of such property to persons other 
than the surviving spouse could be made 
with the marital deduction gift carved 
out of the remaining assets. 

In view of the fact that the valuation 





*°If the undesirable items are left in the defined 
fund initially, the formula-obtained fraction will be 
applied against such fund at distribution with the 
resultant effect of fluctuations in the value of such 
items between the date of the decedent’s death and 
the date of distribution. 
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of such property is uncertain, the re- 
maining assets may turn out to be in- 
sufficient to cover the maximum allow- 
able marital deduction. This decision to 
place or not to place such property in 
the marital deduction share can be post- 
poned by leaving such property in the 
defined fund against which the fraction 
is to be applied and by giving the execu- 
tor discretion on distribution to allocate 
such property to the nonmarital share 
and to transfer to the marital share from 
the nonmarital share property of equiva- 
lent value in place thereof.”! 

Such a power should not be a taxable 
exchange but it may be regarded as giv- 
ing the executor the power to establish 
a dollar claim in favor of the marital 
share when property is taken from the 
marital share and given to the non-mari- 
tal share. If so, the satisfaction of the 
dollar claims may conceivably produce 
a taxable gain.?” 


Exchange of Property with Consent 
of Owners 


When the time for distribution ar- 
rives, the distributees may request the 
executor to allocate the property as be- 
tween them in a way other than would 
be required if each was to receive his 
proportionate share of each item origin- 
ally in the defined fund (or if any dis- 
tributable item was not originally in the 
defined fund, then as to it, in a way other 
than would be required if each was to 
receive his proportionate share of it 
based on tracing back to the item or 
items originally in the defined fund from 
which the distributable item in question 
stems). 

If this is done, it would seem clear 
that the parties involved have made a 


21Discretion in the fiduciary to allocate to the non- 
marital share undesirable items such as terminable 
interests and property subject to foreign death tax- 
es will not be enough to eliminate the undesirable 
consequences produced by the presence of such 
items. A mandate with respect to them is essential. 

22See Revenue Ruling 55-117 and note 19 supra. 


taxable exchange. Each will be treated as 
though he sold the property to which he 
would have been entitled for the prop- 
erty he received in exchange. A gain or 
loss may be realized on such exchange 
but a new basis is acquired with respect 
to the property received on such ex- 
change. 


Conclusion 


It should be apparent from this dis- 
cussion that any ambiguity in the dis- 
positive instrument as to the fund against 
which the described fraction is to be 
applied makes it impossible for the fidu- 
ciary to proceed until the ambiguity has 
been resolved, Thus such fund must be 
clearly defined. 

The definition selected may materially 
affect the benefit conferred on the sur- 
viving spouse when a non-formula frac- 
tion is employed but does not materially 
affect such benefit when a formula-ob- 
tained fraction is used, keeping in mind 
that in either case the death costs not 
taken out before the fund is initially con- 
stituted will be payable out of the non- 
marital share. 

Even where a formula-obtained frac- 
tion is used, however, the make-up of the 
marital share on distribution will differ 
depending on how the fund is defined 
and such difference in make-up may 
cause some difference in the benefit 
which in fact reaches the surviving 
spouse. 


AAA 


e Nearly 50 per cent more convictions 
resulted from income tax fraud prose- 
cutions in the last 7 years than during 
the previous 20 years, according to Com- 
merce Clearing House, publishers of top- 
ical law reports. Figures released by the 
Tax Division of the Justice Department 
show that the fiscal-year period 1953- 
1959 produced 4,344 successful prosecu- 
tions of tax evasion cases, compared with 
2,900 during the previous 20 years. 





JOHN J. DEVLIN 





NEW JERSEY BANK and TRUST COMPANY 


17 offices in Passaic County 
PASSAIC 7 
Clifton e Haledon e Little Falls e North Haledon 


Resources over $287,000,000 
JOHN C. BARBOUR, Chairman of the Board @ 


Vice Presidents and Trust Officers 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


PATERSON 
e West Paterson 


COWLES ANDRUS, President 
C. WALTER RICE 

















ECONOMIC TIDES 
(Continued from page 177) 


whole to fulfill his promise to balance 
the budget, they take the diametrically 
opposite position. Walter Lippmann has 
been a literate spokesman for this group 
of neo-spenders. President Eisenhower 
is excoriated for his alleged abuse of 
power in holding up as a policy objec- 
tive the desire “to reduce the share of 
the national income which is spent by 
the government.” Mr. Lippmann asserts 
that as a result the United States, in ex- 
pending an insufficient sum for national 
defense, is becoming a second-best world 
power. 

To be specific, Mr. Lippmann pin- 
pointed criticism at the President’s 
chairman of his Council of Economic 
Advisors. Mr. Lippmann quoted this 
segment of the chairman’s analysis: “As 
I understand an economy its ultimate 
purpose is to produce more consumer 
goods. This is the objective of every- 
thing we are working at: to produce 
things for consumers.” 

Quarreling with this statement, Mr. 
Lippmann wants the government, na- 
tional, state and local, to shift a larger 
slice of the total gross national product 
away from improving family living 
standards into the governmental kitty, 
for more missiles, space projects and 


education. 
%* * * 


A recurrent monumental error of prac- 
tical men in finance and business is that 
they underestimate the potential steam 
behind new academic concepts. The pro- 
pitious time for delivering a haymaker 
to fallacious concepts is when they are 
first put forth by professors and other 
intelligentsia — not to wait five or ten 
years until pressure groups have approp- 
riated such ideas and are pressing at the 
gates of Congress for immediate legisla- 
tion to implement such proposals. Thus, 
it was comparatively easy in 1936 to 
take a critical pot-shot at the soft money 
delusions of the late Lord John Maynard 
Keynes as his chief book, “The General 
Theory of Employment, Interest and 
Money” came from the press. But it was 
more difficult psychologically, emotion- 
ally and politically to reiterate the same 
line of attack eight years later when, in 
war time, 44 friendly nations were meet- 
ing at Bretton Woods, N. H. at the In- 
ternational Monetary Conference where 
blueprints for action were developed in 
accordance with Keynesian philosophy. 

Right now, the philosophy of the big 
governmental spenders has been stream- 
lined to put it in tempo with a prosper- 
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ous and expanding national economy. 
Obviously, the depression-bred credo of 
the late Harry L. Hopkins, “spend and 
spend, tax and tax, elect and elect”, is 
out of step with the current trend and 
needs. The new approach is more ob- 
lique. Instead of urging governmental 
spending, as during the depression, in 
order to “prime the pump” end make 
jobs, enlargement of governmental activ- 
ity is defended on other grounds. The 
Lippmann approach, as indicated, stress- 
es channeling funds into government to 
strengthen our competitive position vs. 
the Soviet Union, and another wing of 
the big spenders, led by Leon Keyser- 
ling, chairman of President Truman’s 
Council of Economic Advisers, argues 
for more governmental spending in 
order to step up the rate of national 
economic growth from 214 to 3% a year 
to 5% or better. 

The big spenders overlook the damp- 
ening effect on confidence and incentive 
of oppressive taxation. When they argue 
that such a spending policy would 
strengthen our position, they overlook 
the fact that American achievement is 
heightened by a system of rewards and 
incentives. Much of the Krushchev peace 
offensive is doubtless based on pressures 
inside Russia from workers and others 
who feel that they are getting for per- 
sonal and family use too small a ratio 
of their total output. Likewise, the at- 
tempt to take out of context the Adminis- 
tration’s view that the productivity of 
a national economy is measured in “con- 
sumer goods” in more and better things 
to the toiler in exchange for a week’s 
work creates a false antithesis between 
consumer goods, on the one hand, and 
governmental services, including nation- 
al defense, on the other. 

Proper and optimum expenditures for 
desirable governmental services, includ- 
ing national defense, are essential to per- 
petuate the circumstances needed for a 
productive society. The ratios and prior- 
ities for public and private expenditures 
are in the realm of judgment, and what 
is deplorable is the tendency to look 
askance at human efforts to control and 
direct such allocations. 

FDR popularized the emotional and 
unscientific approach to economic deci- 
sions when he urged industry during 
World War II to turn out the goods — 
and “never mind the dollar sign.” But 
in order to be strong in war and in 
peace, it is essential to watch the dollar 
sign, which is a symbol of control of 
waste. Fiscal irresponsibility reduces the 
productivity of national resources in 
materials, tools, and human skills. 


It is sheer boob appeal to down-g~ade 
prudent money management in pu lic 
and private affairs. Financial prud: nce 
is the prelude to human happiness and 
wellbeing. 

We should stand our ground on this 
principle, and stop weakening our josi- 
tion through an attempt to be a hero 
with demagogues and political mounte. 
banks. Uncontrolled inflation, which js 
the result of fiscal mismanagement. has 
historically been the prologue to revolu- 
tions and the loss of precious human 
rights. 

We should stop playing footsie with 
intellectual adventurers who induce folly 
by setting off property rights against 
human rights. Any one handling funds 
should be crystal clear on the fundamen. 
tal principle that the right to own prop- 
erty is a basic human right. 

* *% 

If responsible leadership needs to be 
shocked into sensible action, I would 
like to repeat a question raised at the 
recent Trust Conference of the American 
Bankers Association in New York. The 
query was whether American industry 
was to go the way of agriculture in get- 
ting out of line with world market prices. 

The query dramatizes the nature of 
the new competition from the recently 
designed industrial plants in Western 
Europe and Japan. Prior to the adop- 
iton by our foreign competitors of the 
latest designs and the newest technology 
and before Europe prepared for mass 
production by sanctioning bigger home 
consumption in the common market and 
the outer market, there was little con- 
cern over the differentially higher money 
wage rates prevailing in the United 
States. As long as we were unique in 
our mass production technology, we 
possessed the secret weapon for convert- 
ing high hourly money wage rates into 
low unit costs. We now no longer can 
count on uniqueness in this type of 
operation. 

If we put our heads in the sand and 
emulate in industry the farm relief falla- 
cious remedy of subsiituting price fixing 
for cost control, we will bring to in- 
dustry some of the maladjustments 
which have crucified domestic agricul- 
ture. As for myself, I am not pessimistic. 
While we may not in the future win all 
of our competitive skirmishes, we can, 
on balance, hold our primacy if we cre- 
atively and constructively attack our 
problems. The worst approach would be 
to run away from our problems into a 
shelter of wishful thinking. 

In light of the changing economics, 

(Continued on page 288) 
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CONFERENCE PROCEEDINGS 
(Continued from page 179) 


nomic units and thereby become even 
more formidable competitors in world 
trade. Text of Dr. Nadler’s speech ap- 
pears at page 200. 

As the Monday afternoon session 
opened, Charles W. Buek, first vice presi- 
dent. United States Trust Co. of New 
York. declared that trustees cannot do 
the best job for their clients because 
their conduct is circumscribed by a body 
of archaic law. Whether operating under 
the Prudent Man Rule or not, they are 
still unable to act as a prudent man 
would today; they cannot take legal steps 
to avoid taxes, protect assets under ad- 
ministration against inflation or flee de- 
teriorating situations in favor of others 
offering greater profit possibilities. Each 
transaction is supposed to stand upon its 
merits, rather than be judged in rela- 
tion to the overall performance of the 
account. 


Mr. Buek contends that able and ex- 
perienced trustees should not be restrict- 
ed by outmoded rulings which place 
them on the same plane as the individual 
with little or no investment knowledge. 
It is his suggestion that standards be es- 
tablished to qualify either individuals or 
institutions as competent to exercise full 
discretion, as is now done with the pro- 
fessions and many occupations. In this 
manner, the unqualified and incompetent 
would remain subject to limitations 
which would protect the interests of 
their beneficiaries, while the chance to 
turn in a fully satisfactory performance 
would be afforded those best able to do 
so. Mr. Buek’s address will be found at 
page 194. 


Arthur L. Coburn, Jr., chairman of 
trust committee, Old Colony Trust Co., 
Boston, made a strong presentation for 
the inclusion of high-grade fixed-income 
securities in trust portfolios. The prudent 
trustee, he stressed, is working on a long- 
term basis and, like the weather, there 
has always in the past been a turn for 
the better in well-selected bonds bought 
at depressed prices. 


Mr. Coburn restated his preference for 
balance in trustee investing by reporting 
inclusion of not less than 25% in bonds, 
at market, at all times over the past 30 
years. Looking back at comparative 
yields, he stated that the yield chart re- 
produced herewith indicates that now is 
a good time to buy bonds, even though 
possibly not the best. If the climate for 
bonds is not sound, in the long run it 
cannot be good for stocks, either. Bal- 
ance and restraint, he said, will serve the 
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best interests of trust customers. Mr. Co- 
burn’s remarks appear at page 205, 

The panel session which followed is 
reported at page 211. 

As chairman of the American Bankers 
Association Committee on Economic 
Growth without Inflation, Casimir A. 
Sienkiewicz, president, Central-Penn Na- 
tional Bank, Philadelphia, told the trust- 
men on Tuesday morning of the work 
which his group is carrying forward at 
various levels on a national scale. Speak- 
ing specifically of the added problems 
which the threat of inflation poses for 
trustees in their attempt to protect bene- 
ficiaries’ principal and income, Mr. Sien- 
kiewicz said it would be far better to de- 
vote effort to stopping the upward march 
of prices than to attempt to merely pro- 
tect against its ravages. To decide how 
much one should depart from sound 
principles makes investing simply a 
guessing game if one must resort to in- 
flation hedges with “skyhigh price tags 
and low current income.” 

As guest speaker at the concluding 
luncheon tendered by the New York 
Clearing House Association, Gardiner 
Symonds, chairman and president, Tenn- 
essee Gas Transmission Co. told the 
trustmen that the gas transmission in- 
dustry is well on the way to full recog- 
nition as a suitable investment medium 
with a status equal to that of other util- 
ity companies. Its extremely rapid 
growth has been soundly financed, with 
buildup of equity through fast debt re- 
tirement. Demand has been more than 
matched by growth of proven reserves 
which provides a solid basis for expan- 
sion. 

Mr. Symonds admitted that the indus- 
try still falls short of having attained 
stability in the eyes of the government, 
with the Federal Power Commission still 
seeking a solution to the problem of reg- 
ulating gas prices in the field. While the 
Commission, he said, “shows awareness 
of most of its problems,” the amount and 
complexity of regulation, together with 
the accompanying time lag, is a burden 
on management and an added cost to 
consumers. 


Common Trust Funds and 
New Business 


A plea for the Federal Reserve Board 
to reappraise its common trust fund 
regulations in the light of experience of 
the past 22 years was urgently voiced at 
the Tuesday morning session by Charles 
G. Young, Jr., senior vice president and 
senior trust officer of City National Bank 
and Trust Co., Kansas City, Mo. Citing 
the marked difference in the public as 
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well as official attitude during the depres- 
sion and the current acceptance of the 
idea of collective investing, Mr. Young 
asserted that the restrictive characteris- 
tics of the Regulation no longer are jus- 
tified. His specific thoughts on the sub- 
ject are extended at page 239. 


He was followed by A. Key Foster, 
until recently, vice president and trust 
officer of First National Bank of Bir- 
mingham but now practicing law there, 
who described the coordinated trust plan 
devised by his former bank for the de- 
velopment of trust business through cor- 
respondent banks. His address is print- 
ed at page 242. 

The combined theme of common trust 
funds and new business was a feature of 
the final session of the Conference when 
Morton Smith, vice president of Girard 
Trust Corn Exchange Bank in Philadel- 
phia, asserted that use of the collective 
investment medium could produce trust 
department profits. Mildly deriding the 
widespread trust institution interest in 
Keogh-type trust funds (even before 
they are sanctioned by law) with their 
relatively small principal contributions, 
Mr. Smith recommended broadening the 
market for standard trust services by re- 
ducing the unwritten minimum accept- 
able amounts in banks around the coun- 


try, it being his conviction that the com- 
mon trust fund can produce sufficient 
operational economies to make the han- 
dling of smaller accounts profitable to 
the trust department as well as the bene- 
ficiaries. The results of his survey and 
conclusion on the subject are set out at 
page 182. 


Pension Panel 


Five sessions held sway concurrently 
on Tuesday afternoon. 


At the meeting on Pension and Profit- 
Sharing Trusts, Dr. Roger F. Murray, S. 
Sloan Colt Professor of Banking and Fi- 
nance at Columbia’s Graduate School of 
Business, declared that pension fund 
portfolios have passed the experimental 
stage and have had the benefit of high 
quality investment management but even 
more imagination, flexibility and inde- 
pendence of selection might well be in 
order. The great importance of these 
captial accumulations is evidenced by 
Dr. Murray’s estimate of some $29 bil- 
lion in assets at book values by the end 


of 1960. 


Competition for this business, both by 
trust institutions and insurance compa- 
nies, is “if possible, more intense than 
ever before,” hence the need for super- 
ior investment performance to get and 
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hold business. Dr. Murray pointed out 
that the overall portfolio record is deter. 
mined not alone by investment of cur. 
rent inflow but by how the old moncy is 
producing. Averaging operates like a 
formula timing plan and is quite correct 
procedure but it can, if followed slavish. 
ly, “preclude steps to achieve superior 
results” through greater market fiexi- 
bility. While it is easy to err in judging 
the future, Dr. Murray raises the ques- 
tion of whether the maturing process of 
a fund does not call for more frequent 
shifts in policy based upon an attempt 
to appraise the outlook. 


Dr. Murray’s remarks are printed at 
page 214. 

The significance of the Congressional 
correction last year of an income tax dis- 
advantage of insurance company pension 
funds has been unduly magnified in 
some quarters, according to Frank L. 
Griffin, Jr., vice president and actuary of 
The Wyatt Company, Chicago. Pointing 
out that most advances in the field of 
pension plan financing have been stimu- 
lated by the activities of consultants and 
trust fund administrators, Mr. Griffin al- 
leged that the advantages of trust fund 
financing continue to outweigh those of 
insurance company plans. Citing the de- 
velopment of split-funding as a recogni- 
tion by the insurance fraternity of the 
need for equity investment, the speaker 
(whose remarks are excerpted at page 
234) concluded that the best chance for 
any substantial recovery of the pension 
market by insurance companies lies in 
laws, like Connecticut’s 1959 statute, per- 
mitting investment in equities. 

A panel on Keogh Funds followed these 
two principal talks and is reported at page 


251. 


Smaller Trust Departments 


The high percentage of trust depart- 
ments with assets totaling $5 million or 
less was set forth by William Matthews, 
assistant to the director and chairman, 
Subcommittee for Trust Departments, 
Federal Deposit Insurance Corp., in his 
opening remarks at the session on Small- 
er Trust Departments. He cited the grow- 
ing acceptance of the “Minimum Re- 
quirements” (T&E Nov. ’59, p. 1134) es- 
pecially among nonmember state banks 
which do not have the direct guidance of 
Regulation F or of the Federal Reserve 
System. Mr. Matthews discussed some 
particulars of the Minimum Require- 
ments and pointed out that “they will 
stimulate more interest on the part of 
bank directors in their trust departments 
to the end of attaining the ideal goal of 
the directors seeing to it that their trust 
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departments are good enough for all of 
them to use for their own estates.” 
“Overcoming Objections” was the 
abject treated by John M. Grotheer, as- 
jstant vice president, Chase Manhattan 
Bank, New York. He dealt with objec- 
ions under three major classifications. 
The customer, he said, may assert that 
nearly all property is jointly held hence 
no will is needed, or a will has just been 
drawn, or the estate is too small, or he is 
immediately engaged in selling his busi- 
ness (Or reorganizing), or he just 
doesn’t have time. 
Other customer objections, the speak- 
er commented on, were the lack of chil- 
dren, the idea that banks are “cold” and 
don’t have a good investment program, 
’ the matter of a fee compared to free ser- 
‘vice from a member of the family, the 
doubt of a bank’s ability to “run my 
business” and the desire for the family 
not to “lose control” of the property. 

Attorney’s objections, the speaker 
' said, might include the arguments that 
this is the work for a lawyer, that 20 
years ago a bank mismanaged some es- 
tate, that the family can take care of its 
own matters without any trust, and that 
he, the attorney, will not be the attorney 
for the estate if the bank is named. 

The questions and answers handled by 
a panel are summarized at page 249. 





Medium Trust Departments 


An illustrated talk on new business 
development opened the session on Me- 
dium Trust Departments. Earl G. 
Schwalm, president, Lincoln National 
Bank & Trust Co., Fort Wayne, Ind., who 

' has used this approach since 1946, 
threw on a large screen samples of the 
hundreds of exhibits his institution has 
developed. He called this just one of 
many possible forms of visual presenta- 
tion. It has been so popular, however, 








Story of the Conference 


A man came into the bank with his 
dog and asked the guard to direct him 
to the loan officer, who turned out to 
be a particularly grouchy character, 
apparently suffering from dyspepsia. 
After listening suspiciously to the 
would-be customer, the officer gave up 
a ringing “NO.” Whereupon the dog 
bit him. 

As the man and dog turned to leave, 
the dog dashed toward the revolving 
door and bit a customer coming in. 

The guard rushed over and asked 
what it was all about. “Well it’s this 
way,” said the dog-owner, “he bit the 
banker because he turned me down. 
Then he couldn’t wait to bite someone 


else to get the bad taste out of his 
mouth.” 
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that his bank never has less than 100 in- 
vitations a year to present the trust story. 
Five speakers are prepared to do this 
work and ten subjects have been fully 
developed for visual presentation. The 
programs are put on without charge to 
the invitor and can be effective with 
audiences ranging from 5 to 700. 
Among Mr. Schwalm’s approximately 
75 exhibits were pictures, charts and car- 
toons. The subjects dealt with economics, 
investments, taxes, insurance, the financ- 
ing of retirement, pension and profit- 
sharing plans, estate shrinkage, estate 
planning, and the advantages of trusts. 
Many of the figures quoted were from 
studies of actual estates (for example, in 
571 out of 585 estates covered in one 
survey unnecessary losses totaled over 
$4,000,000). Humorous exhibits at ap- 
propriate intervals kept the audience re- 
laxed and alert. Among these were: the 
average stockholder (artist’s pin-up 
girl) ; Recipe for Riches (how hindsight 
built up a $2 unpaid debt into what 
could have been over $18 million) ; The 
Trust Committee in Action (a sleeping 
polar bear); and the closing series of 
“investment advice” exhibits. Each of 
the latter, after describing market condi- 
tions (rising, falling, uncertain, etc.) ad- 
vised the client to “sit tight.” “Trust 
prospects,” said Mr. Schwalm, “don’t 





fade away — they die... 
in the grave.” 

The recruiting and training of trust 
personnel was then discussed by James 
M. Slay, vice president, Federal Reserve 
Bank of Richmond, who developed four 
basic “assumptions”: 1) The recognition 
of training as a continuing process — 
not just formal instruction; 2) The im- 
portance of an executive being able to 
spot talent . . . or the lack of it; 3) The 
lack of effective teaching, particularly 
on-the-job teaching, described as “the 
greatest void in American banking, as 
well as business in general”; 4) The 
emphasis that must be put on “intangi- 
bles,” especially for a future trust officer. 
Such “purchasable” qualities as humil- 
ity, faith, integrity and maturity, he 
said, are the “hallmark of a trust offi- 
cer.” Mr. Slay’s principles were devel- 
oped in a paper published in T&E, June 
58, p. 574. 

The wide range of questions discussed 
by a2 panel is reported at page 252. 


‘sitting tight’ 


Opening a Department 


A special session this year was devoted 
to “Opening and Operating a Trust De- 
partment.” For this group the methods 
of obtaining the required authority to do 
trust business were presented by Joseph 
M. Naughton, president, Second Nation- 
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Waldemar F. Pralle, vice president and trust officer, City National Bank and Trust Company, 
Oklahoma City (standing) presided at the session on Opening and Operating a Trust De. 
partment. The speakers are, left to right: Thoburn Mills, vice president and trust officer. 
National City Bank of Cleveland; John D. Hartman, vice president and trust officer. Poudre 
Valley National Bank of Fort Collins, Colo.; Noel L. Mills, vice president and senior trust 













officer, Deposit Guaranty Bank and Trust Co., Jackson, Miss.; John H. Crocker, chairman 
of board and president, Citizens National Bank, Decatur, Ill.; and Joseph M. Naughton 
president, Second National Bank, Cumberland, Md. 





al Bank, Cumberland, Md. The subject 
was discussed from the viewpoint of na- 
tional or state chartered banks already 
in operation. The points to be covered in 
the application and the various super- 
visory authorities to be consulted were 
explained, as well as certain aspects of 
the bank’s structure, quality and market 
situation with which these authorities 
would be chiefly concerned. 

The administrative and _ personnel 
needs of a newly opened trust depart- 
ment were discussed by John D. Hart- 
man, vice president and trust officer, 
Poudre Valley National Bank, Fort Col- 
lins, Colo. He analyzed the qualifications 
needed in the man chosen to head the 
new department and where such a man 
could be obtained. He examined several 
ways of handling the clerical and book- 
keeping work, the acquisition of compet- 
ent legal counsel, and the work of the 
trust investment committee, as well as 
the annual audit and the fixing of a fee 
schedule. 

The reasons for systems and machines 
and the basic machines needed in trust 
department operations were presented by 
Noel L. Mills, vice president and senior 
trust officer, Deposit Guaranty Bank & 
Trust Co., Jackson, Miss. 

“Trust Possibilities in a Country 
Bank” were examined by John H. Crock- 
er, chairman and president, Citizens Na- 
tional Bank, Decatur, IIl., who presented 
the general picture and then listed the 
common trust fund, employee welfare and 
retirement trusts, the collective invest- 
ment fund for pension and profit-sharing 
trusts, and farm administration among 
the recent developments leading to trust 
growth in volume and earnings. Farm 
management as a trust service was de- 
scribed in considerable detail especially 
as to the financial status of the modern 
farmer, the transfer of ownership from 
one generation to another, farm land as 


an estate asset, farm management per: 
sonnel and their duties and earnings for 
the trust department. Farm management 
as a trust service in banks will continue 
to expand, the speaker said. 


The final subject considered at this 
session was “Relations with Other 
Groups” which included bank directors, 
stockholders, commercial officers and 
customers; attorneys, life underwriters 
and accountants; estate planning coun- 
cils; and the public in general, particu- 
larly through women’s finance forums. 
Thoburn Mills, vice president and trust 
officer, National City Bank, Cleveland, 
offered practical suggestions for keeping 
in touch with each of these groups and 
maintaining a favorable climate for co- 
operation in the acquisition of new trust 
business. 










Women’s Finance Forums, it 
agreed, had done much to arouse inter- 


was F 


est of those who are generally the pri- | 


mary beneficiary of estate plans and as- | 


sets, and had resulted in much good- 
will, with the door open to more effective 
and time-saving consummation of new 
business, provided there was reasonable 
planning and follow-through. But no one 
seems to be under the delusion that new 
accounts are self-generating. 


Admitting the difficulty of meaningful 
cost analysis in the small or new trust 
department, as a guide to action, it was 
remarked in the floor discussion that 
penny-wise “economies” would generate 
dollar-wise troubles and that since trust 
committees in small communities often 
lack security market knowledge. it 1s 
essential to pay up to $10,000 or so for 
a capable trust officer at the start and 
have him use the proven methods — 
such as correspondent banks’ review, 
concentration of portfolio in Common 
Funds, and use of investment data and 
analysis services such as have |)cen de 
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yeloped specially for trust departments. 
Precedent to starting a new depariment, 
or to ascertain whether continuance is 
justified as an asset or would-be lia- 
bility, probate, investment and tax data 
appraizal of the locality should be made. 
(See: “How to Find New Business — 
Bases {or Probate Analysis” by Norman 
Baker; T&E Oct. °39, p. 379). Another 
comment heard on several 
centered on the need for more “basic 


occasions 


patterns” in instruments (where approp- 
riate), in procedures and even in estate 
planning study and prescntation. 


Estate Planning 


The fifth concurrent session dealt with 
planning the estate of a businessman and 
is highlighted at page 246. Other ses- 
sions during the Conference were also 
marked by addresses on estate planning. 

An exposition of the rules applicable 
to trusts under the proposed revision of 
the Restatement of Conflict of Laws was 
rendered at the opening Conference ses- 
sion — in his inimitable style — by Pro- 
fessor Austin W. Scott of Harvard Law 
School. Professor Scott, who is chief 
consultant to reporter Willis L. M. Reese, 
discussed problems arising where all the 
elements touching an inter vivos or tes- 
tamentary trust are not in one state. He 
dealt among other things with questions 
of administration, procedure and con- 
struction of trust instruments. In devel- 
oping the central theme of permitting the 
settlor’s or testator’s intention, expressed 
or unexpressed, to govern under the re- 


' vision, Professor Scott asked his audi- 


ence for suggestions, particularly as to 
whether the proposed rules go too far. 
His prepared text (which he did not read 
because, as he said, it would be pub- 
lished in TRUsTs AND EsTATES) is print- 
ed at page 186. 

Another well known Harvard profes- 
sor, A. James Casner, brought the for- 
mal program to a close with a learned 
treatise on the nuances of fractional 
share marital deduction gifts. Professor 
Casner pointed to a number of possible 
administrative and tax difficulties aris- 
ing out of the use of formula clauses, 
offering (at page 190) some general and 
specific solutions. 


A A A 


¢ Pennsylvania’s state chartered trust 
institutions held total year-end trust as- 
sets of $5,210,004,590 compared with 
$5,193.181,382 the previous year. Cor- 
porate trusts {not included) totaled $4,- 
923,732.49] compared to $5,319,998,- 
989 the year before. 
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PLANNING DOE’S ESTATE 
(Continued from page 248) 


this by declaring himself trustee but it 
seems preferable to deed the estate to his 
college, retaining a life estate. This ar- 
rangement would increase his spendable 
income by virtue of the deduction, 

PATTON: Revenue Rulings have ap- 
proved this type of plan. 

McCLAIN: The joint title to the resi- 
dence should be severed. However, the 
vacant lot in Florida should be placed 
in tenancy by the entirety to eliminate 
the necessity of ancillary administration. 

[After Mr. Zuber summarized the 

various suggestions, advance ques- 

tions implicit in the following sum- 
mary of the panelists’ replies were 
answered. | 

McCAFFREY: If book value is used 
in determining the price of the Doe 
stock, keyman insurance would increase 
the value at Doe’s death to the extent of 
the difference between the cash value 
(which has been carried as an asset) 
and the face amount of the policy. But 
it could be argued that this should be 
offset by the reduction in value caused 
by the keyman’s death. 

PATTON: If the excess earnings 
formula is used under ARM 34, it might 
be argued that the keyman insurance 
increased the value of the Doe stock, 
but if the comparable-companies basis 
is used the proceeds should have no 
substantial effect thereon. 

McCAFFREY: It might be desirable 
to give Doe’s son some stock now and 
enter into a split-dollar plan with in- 
surance on Doe’s life owned by the son 
but financed largely by the corporation. 
I would not rely on the split-dollar rul- 
ing, however. The son would apply for 
the policy and assign it as collateral se- 
curity for a demand loan, using the 
American Bankers Association assign- 
ment form, and the son would borrow 
the cash value each year at no interest. 

PATTON: Recapitalization of the 
company’s stock structure could be 
worthwhile in this case. For example, 
preferred stock could be issued in the 
amount of $600,000, giving it a fixed 
value for estate and gift tax purposes 
in making transfers to Mrs. Doe and the 
daughter, if desired. A substantial por- 
tion of this could pass tax-free by use 
of the marital deduction and annual and 
lifetime exemptions. The remaining $10,- 
000 of the present capital account would 
be issued as voting common stock to 
Doe who would thus retain working con- 
trol as long as he wished and eventually 
he could pass it on to his son. 


LOVELL: It is believed to be possible 
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to have a single trust which is part short- 
term and part non-reversionary, as sug- 
gested previously with regard to the 600 
shares of Doe stock. Since separate 
trusts could be established for the dis- 
tinct purposes, there would seem to be 
no reason against combining them in 
one instrument. 

[The final portion of the program 

was devoted to an outline of the 

necessary instruments to effectuate 
the plan devised for Doe. ] 

McCLAIN: An ordinary deed would 
take care of the gift of the homestead 
property to Doe’s sister. 

McCAFFREY: There should be an 
absolute assignment of all incidents of 
ownership in the policies to the trust. 

LOVELL: The manner of disposing of 
the library and art objects has already 
been indicated. The inter vivos trust 
would not qualify for the marital deduc- 
tion. The marital deduction trust would 
be created by a formula in the will. The 
residuary estate, subject to all estate 
taxes, would be poured over to the inter 
vivos trust where state law permits. Thus 
the marital assets would be in the testa- 
mentary trust and all the other assets in 
the family trust. All liquid assets would 
be placed in the family trust with a 
clause permitting purchase of assets 


from the executor. The profit sharing 
plan death benefit would be made pay- 
able to the family trust. 

The trustee of the marital trust should 
be given discretion to invade principal 
at will for Mrs. Doe (to balance the in- 
come from the family trust which should 
permit accumulation in presumably 
lower tax brackets). Thus the marital 
trust could be exhausted without in- 
curring estate tax on Mrs. Doe’s death 
while the principal and accumulation in- 
come in the family trust pass tax-free at 
that time. If the pour-over device is not 
clearly recognized by the state law, the 
terms of the inter vivos should be reiter- 
ated in the will. 

ZUBER: The marital trust should be 
as liquid as possible to permit invasion; 
hence the desirability of increased li- 
quidity. 

McCLAIN: Mr. Lovell has pretty 
much indicated what should go into the 
will. In addition, it would bequeath auto- 
mobiles and all personal effects to Mrs. 
Doe, and give her a general power of 
appointment under the marital trust. 
There should be included a reverse pre- 
sumption common disaster clause so 
that the marital deduction will not be 
lost if Mr. & Mrs. Doe die simultaneous- 
ly. Power to continue the business should 
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be granted; the extent of trust 
generally would depend on sta 
(e.g., the Uniform Trust Adminis ‘ration 
Act as adopted in Florida provides q 
rather complete charter of poweis). 

The inter vivos trust, composed as 
heretofore outlined, would reflect the 
possibility of a pour over from the will, 
It would provide for $100 monihly to 
Doe’s mother, with the balance of jp. 
come to be sprinkled among the other 
family members. An education trust of 
some $12,000 might be carved cut for 
the daughter. The instruments would 
authorize purchase of Doe stock and as. 
sets from the residuary estate and per. 
mit accumulation of income. The trust 


Owers 
e law 


would terminate when the daughter at. f 
tained 21 or 25 (after Mr. & Mrs. Doe f 


passed on). To assure equal treatment of ' 


son and daughter, the trustee could be 
instructed to take into account the dis. 
tribution under Mrs. Doe’s exercise of 
the power of appointment. An effort 
should be made to direct the Doe stock 
to the son. 

LOVELL: If Mrs. Doe should die soon 
after Doe, her estate would consist of a 
few items of tangible personalty and the 
corpus of the marital trust. Her will 
might bequeath heirlooms to her daugh- 
ter and these might have to be sold to 
pay taxes. Therefore, she should direct 
payment of taxes on her estate out of 
the marital trust. 

McCLAIN: It would appear that Mrs. 
Doe needs insurance too to cover tax 
and other costs. 

ZUBER: She could appoint the cor- 
pus of the marital trust to her estate 
and thus provide the necessary funds. 

PATTON: The corporation could con- 
tract to pay Mrs. Doe a sum equal to 
Doe’s salary for two years over a period 
of five years. The income would be tax- 
able to her under such a contractual 
plan but there is a question whether it 
is taxable in the absence of a contract 
and merely by virtue of a directors’ reso- 
lution. It would not be advisable to put 
Mrs. Doe on the company’s payroll if 
she is not really going to work. 


A AA 


e Ohio reports for the 1959 year-end 
show personal trust assets of $2,021,- 
275,366 compared with $1.846.894,000 
a year earlier. The 1959 division of 
$425 million in court accounts, $1,087 





cP se ae 


million in living trusts, and $509 million | 


in “other” accounts represents a sub- 
stantial gain in each category. Corporate 
accounts, not included in the above, in- 
creased from $548 million to $605 
million. 
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ESTATE TAX 


Marital deduction to be reduced by ad- 
ministration expenses chargeable under 
state law. Surviving spouse was residu- 
ary legatee of estate. Expenses of ad- 
ministering estate were charged against 
income and deducted on fiduciary income 
tax return. On estate tax return, marital 
deduction was claimed, based on value of 
residuary estate without reduction for 
administration expenses. Commissioner 
reduced. deduction to extent of admini- 
stration expenses chargeable to residue 
under state law. 


HELD: For Commissioner. Where 
property interests passing to wife com- 
prise residuary estate, marital deduction 
is to be reduced by amount of administra- 
tion expenses chargeable under state law 
to residue, notwithstanding fact that 
such expenses were properly deductible 
on fiduciary income tax return. Est. of 
Newton B. T. Rooney v. Comm., 33 T.C. 
No. 89, Jan. 29, 1960. 


Transfers in contemplation of death. 
Within three years of her death, dece- 
dent made substantial gifts to her four 
children. She had frequently told her 
children that their father had started 
many people in business, and that he 
should have done more for his children; 
and were she to gain control of any 
money, she would give it to them. Her 
husband had promised to make gifts to 
his children, but had never done so. De- 
cedent, upon inheriting her husband’s 
estate, began making gifts to children 
and continued to do so for period of six 
years until her death. She was 86 when 
she made first of series of gifts. Some 
four years before her death she had 
been operated on for cancer but she 
suffered no recurrence. She had had one 
or two periods of high blood pressure 
which were controlled by medication. 
Commissioner included value of all trans- 
fers made within three years of death in 
decedent’s estate. 

HED: For estate. Decedent’s children 
were her major interest in life. She al- 
ways “elt that they should be given more 
money than her husband gave them. This 
was her dominant lifetime desire. Trans- 
fers were motivated by this wish, and 
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were not made in contemplation of death. 
D. B. Hoover, et al., Exrs. v. U. S., Ct. 
Cls., Jan. 20, 1960. 


Bequest to League of Women Voters 
of U. S. does not qualify as charitable 
deduction. Decedent left residuary estate 
to League of Women Voters of United 
States. Estate taxes were payable out of 
residue of estate. If charitable deduction 
were allowed, no estate tax would be 
due, thereby increasing amount to which 
organization would be entitled. Commis- 
sioner disallowed deduction. 

HELD: For Commissioner. Main pur- 
pose of organization is to influence legis- 
lation. Although bequest was to educa- 
tional organization, its activities prohibit 
bequest from qualifying as charitable de- 
duction. League of Women Voters v. 
U. S., Ct. Cls., Jan. 20, 1960. 


Bequest to individual member of con- 
vent does not qualify for charitable de- 
duction. Decedent left residuary estate to 
four children, one of whom was member 
of Carmelite Convent at time will was 
executed. Gifts to convent qualify for in- 
come tax and estate tax charitable de- 
ductions. Six months before decedent’s 
death, daughter professed her solemn 
vows, effect of which is to incapacitate 
person from acquiring ownership of 
property except in name of religious 
order. Commissioner disallowed chari- 
table deduction for value of bequest. 

HELD: For Commissioner. Although 
convent had enforceable right to prop- 
erty bequeathed to daughter, since she 
had not professed her solemn vows prior 
to execution of will, no charitable deduc- 
duction is allowable. Est. of M. E. Cal- 
laghan v. Comm., 33 T.C. No. 99, Feb. 
12, 1960. 


INCOME TAX 


Income from maintenance trust for 
minor children held taxable to grantors. 
Under written trust instrument, husband 
and wife transferred property to them- 
selves as trustees for benefit of their 
minor children. Income and principal, if 
necessary, was to be used for education, 
comfort, and support of beneficiaries 
until age 25. Beneficiaries or guardians 
had power to terminate trust in whole 





or in part at any time. No guardians 
were ever appointed. During tax years 
in question, income was accumulated by 
trustees, and fiduciary return was filed. 
Fiduciary took tax deduction for full 
amount of income earned as income dis- 
tributable or distributed to beneficiaries. 
Beneficiaries reported income on individ- 
ual returns. Commissioner disallowed de- 
ductions to fiduciary. Taxpayer argued 
transfers were absolute transfers to chil- 
dren, and trustees were merely agents; 
therefore, beneficiaries as owners of 
property should be taxed on income and 
not trust. 


HELD: For Commissioner. Trustees 
were to hold property until beneficiaries 
reached 25, showing intention to create 
trust rather than to provide for interim 
holding period during minority. As long 
as trust existed, all control and manage- 
ment resided in trustees. Trust No. 8, 
C. E. and M. Brehm v. Comm., 33 T.C. 
No. 84, Jan. 27, 1960. 


Election to receive commuted value in 
lieu of installments under endowment 
policies does not give rise to deductible 
loss. Under terms of two endowment pol- 
icies, taxpayer had opticn to either re- 
ceive monthly payments for ten years 
certain, and life thereafter, or to receive 
lump sum commuted payment. After re- 
ceiving 36 monthly payments, taxpayer 
changed his election and received lump 
sum payment. If taxpayer survived be- 
yond 10 year period, monthly . payments 
for life would again be made. Lump sum 
payment plus amounts already received 
for first 36 months was less than pre- 
miums paid to that date. Taxpayer 
claimed income tax loss for such differ- 
ence. Commissioner disallowed deduction. 

HELD: For Commissioner. Loss is not 
deductible. Taxpayer did not enter trans- 
actions primarily with profit motive. 
Furthermore, he still possessed valuable 
right to renew payments after expiration 
of 10 year period. Arnold, et. al. v. 
U. S., D.C. N.D. Tex., Jan. 25, 1960. 


Life tenant of testamentary trust not 
taxable on capital gains. Taxpayer was 
life tenant of testamentary trust created 
under husband’s will. Although she was 
given right to sell corpus of trust, any 
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sums collected were to be réinvested. 
Prior to taxable year, she had relinquish- 
ed her right under trust to use any part 
of corpus for her own support. During 
calendar years 1952-1955, she sold vari- 
ous securities on which net capital gains 
were realized. Tax was paid on gains, 
but later suit for refund was filed. Com- 
missioner denied refund. 


HELD: For taxpayer. Income to which 
life tenant is entitled does not include 
gains realized on sale of assets. Tax- 
payer’s only interest in capital gains was 
right to income from reinvestments. Un- 
der local law, however, taxpayer was 
found to be fiduciary of property held in 
trust and as fiduciary was obligated to 
pay capital gain tax. J. G. Weil v. U. S., 
Ct. Cls., Jan. 20, 1960. 


Beneficiary entitled to allocable share 
of depreciation where instrument creat- 
ing trust makes no apportionment. Dece- 
dent created testamentary trust. Will, 
however, set forth no provisions which 
could be related directly to depreciation 
or depletion deductions. As result of will 
contest, new trustee was appointed, and 
changes were made with respect to pow- 
ers and duties of trustee and rights of 
beneficiaries. Taxpayer, who was life in- 
come beneficiary of trust, claimed por- 
tion of depletion and depreciation deduc- 
tion. Deduction was disallowed, on 
ground that trustee was entitled to claim 
entire amount of such deduction. Tax 
court sustained Commissioner. 

HELD: For the taxpayer. Since will 
contained no provision relating directly 
to depletion or depreciation deductions, 
beneficiaries are entitled to allocable 
share of deduction pursuant to section 
23(1) and (m) of 1939 Code (section 
167(g) and 611 (f)(8) of 1954 Code). 


These sections provide for apportion- 
ment on basis of trust income allocable 
to trust and beneficiaries, if instrument 
creating trust does not provide for ap- 
portionment. Instrument to which section 
refers is original instrument, meaning 
will creating testamentary trust. Est. of 
Little v. Comm., 9th Cir., Jan. 19, 1960. 


REVENUE RULINGS 


Income Tax: Taxability of deferred 
compensation arrangements. Under em- 
ployment contract, taxpayer-executive 
was to receive in addition to regular 
salary, additional compensation of 10 x 
dollars each year for five years. This 
compensation was credited to bookkeep- 
ing reserve account and was to be paid 
out in installments only upon termina- 
tion of employment, or if employee be- 
came part-time employee, or became par- 
tially or totally incapacitated. If em- 
ployee failed or refused to perform du- 
ties, corporation would be relieved from 
future obligations. 

Service rules that additional compen- 
sation will be includible in gross income 
only in years actually received. Mere 
promise to pay, not represented by notes 
or secured in any way, is neither actual 
nor constructive receipt of income. It is 
not possible to speculate that payor 
would have been willing to agree to 
earlier payment. Rev. Rul. 60-31, I.R.B. 
1960-5, p. 17. 


Income Tax: Deferred compensation 
taxable when received. Corporation sets 
aside percentage of annual net earnings 
to be paid to certain officers and key 
employees in proportion to their salaries. 
Distributions of amount standing to em- 
ployee’s credit are made when employee 
reaches 60, or employment terminates, or 
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participant becomes disabled. Parti: 
may not engage in any competitive 
ness, must be available for cons 
services, and must not encumber | 
terest. Under terms of plan, corpo 
is merely under contractual obligat 
make payments when due, and it is not 
intended to create trust for participant, 

Service rules that additional amounts 
are includible in income only when actu- 
ally received. They are not available to 
participant in years credits are made, 
Right to receive income is restricted and 
failure to receive amounts does not re- 
sult from exercise of participant’s own 
choice. Rev. Rul. 60-31, supra. 
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Income Tax: Accumulation of dividends 
on insurance and annuity contracts will 
not disqualify exempt employees’ pension 
plan. Level annual premium retirement 
income and retirement annuity contracts 
are used to fund employees’ pension plan. 
Full premium charged by insurance com- 
pany is paid each year. Dividends earned 
on contracts are held by insurer, and are 
to be applied against future premiums 
in event employer is unable to make all 
or any part of annual contribution. These 
dividends comprise small part of fund. 
They cannot revert to employer and are 
not used to reduce premium costs. 

Pursuant to Section 1.404(a)-3(b) of 
Income Tax Regulations, in determining 
allowable deduction for contributions to 
qualified plans, contract dividends, as 
well as any interest credited on accumu- 
lations thereof, must be used to reduce 
current or succeeding year’s limitation. 
Contributing full amount of annual pre- 
mium will result in contingency or sur- 
plus reserve. If such reserve becomes dis- 
proportionately large, plan’s qualification 
could be adversely affected. 

Service rules that if advance funding 
is minor in relation to actuarial liability 
under plan; if upon termination of plan, 
there is no possibility of reversion of 
substantial amount to employer; and if 
such advance funding is exclusively for 
benefit of employees, it will not adversely 
affect qualification of plan. Rev. Rul. 
60-33, I.R.B. 1960-5, p. 15. 


Income Tax: Additional death benefit 
after retirement does not disqualify ex- 
empt pension plan. Employer had estab- 
lished qualified pension plan. Plan was 
amended to provide that upon death of 
retired employee, death benefit of fifty 
per cent of one year’s base salary for 
year preceding retirement would be pay- 
able to his beneficiary. No provision ex- 
isted in plan for death benefit where 
death occurred before retirement. Costs 
of plan were thus increased by approxi- 
mately seven per cent. 

Service rules that plan will still meet 
requirements of exempt trust since pay- 
ment of death benefit is “incidental” to 
primary pension benefits. Rev. Rul. 60-59, 
I.R.B. 1960-7, p. 26. 
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Central Arizona (Phoenix) — On 
February 1 Charles M. Walker, Los 
Angeles attorney, spoke on “Special Tax 
Problems of Life Insurance Under Com- 
munity Property Law.” 

Southern Arizona (Tucson) — Rob- 
ert S. Albritton, C.L.U., Los Angeles 
underwriter with the Provident Mutual, 
and chairman of the 1960 Million Dollar 
Round Table, spoke on “A Life Insur- 
ance Agent’s Approach to Estate Plan- 
ning.” Also one of the new council mem- 
bers. William G. Lavell, an attorney and 
presently trust officer with Tucson Title 
Insurance Co., presented a resume of 
the article “The Estate Planning Team 
— Its Duties and Functions” by Reese H. 
Harris, Jr., executive vice president, 
Hanover Bank, New York, published in 
“The Respective Spheres of Lawyers and 
Trust Institutions” by the Trust Division 
of the American Bankers Association. 

Central Arkansas (Little Rock) — On 
February 18 C. E. O. Walker, of the 
American Appraisal Co., Milwaukee, 
spoke on the “Use of Appraisals in Es- 
tate Planning.” 

Los Angeles, Cal. — On February 15 
the meeting was divided between two 
speakers. Carl A. Stutsman, Jr., Los 
Angeles attorney, spoke on “The Re- 
cently Proposed Regulations Governing 
the Kintner Type of Professional Asso- 
ciations” and William S. McClanahan, 
trust officer, California Bank, Pomona 
office, discussed “Probate Section 1120 
as Related to Pour-Over Wills.” 

East Bay (Oakland, Cal.) — The sub- 
ject of “New Developments in the Trust 
Field” was discussed by W. W. Denney, 
vice president and trust officer, First 
Western Bank Trust Co., San Francisco 
main office, on February 8 and as a 
round table topic on February 23. 

Santa Clara County, Cal. — On Feb- 
ruary 15 Milton D. Harris, senior inheri- 
tance tax appraiser, spoke on “Changes 
in the California Inheritance Tax Laws 
in 1959.” 

New Haven, Conn. — On February 1 
John J. Schmitt, president of Income 
Funds, Inc. and formerly vice president 
of Lord, Abbett & Co., New York, spoke 
on “Income Funds.” 

Central Florida (Orlando) — On Feb- 
ruary 25 Alvin R. Schneider, a member 
of the American Institute of Real Estate 
Appraisers, was the speaker. 

East Coast, Florida (Palm Beach) — 
On February 25 R. E. MacDougall, vice 
president of Girard Trust Corn Ex- 
change Bank, Philadelphia, spoke on 
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ESTATE PLANNING COUNCIL ACTIVITIES 


“Selling Insurance and Estate Planning 
for the Prospect’s Benefit.” 

Southeast Florida (Miami) — On 
February 23 Mr. MacDougall presented 
to this council the address which was 
repeated in Palm Beach. 

Hawaii — On February 18 J. Russell 
Cades, attorney, spoke on “Custodial 
Trusts.” Officers elected for 1960 at the 
January 15 meeting are: Pres. — Rich- 
ard H. Rice, vice president and secre- 
tary, Cooke Trust Co., Ltd.; Vice Pres. 
— Quan Lun Ching, C.L.U., Prudential 
Life Insurance Co.; Sec. — Frank D. 
Padgett, attorney; Treas. — Jack M. 
Banks, assistant vice president, Hawaii- 
an Trust Co., Ltd. 

Indianapolis — On February 18 
George Eggleston, vice president and 
trust officer, Indiana National Bank, 
spoke on “Can You Afford to Die?” 

Des Moines, lowa — On February 8 
Robert Mannheimer spoke on “The 
fowa Uniform Gifts to Minors Act.” 

Baltimore, Md. — On February 18 
Dr. Arthur R. Upgren, director of the 
Bureau of Economic Studies and Bige- 
low Professor of Economics at Macales- 
ter College, St. Paul, Minn., spoke on 
“The Business Outlook — 1960 and 
1970.” The marked decline in the rate 
of inflation from the end of the Korean 
War through 1959 as compared with the 
1940 decade, he said, leads to the pros- 
pect of greater need for accent on safety 
and security of capital during the ’60s. 
He noted that reduced liquidity of fi- 


nancial institutions might be inadequate 
in the case of any serious economic dis- 
ruption, hence the importance of the 
life insurance function to provide secur- 
ity and protection. 

Detroit, Mich. — On February 9 Ern- 
est W. Furnans, Jr., assistant generai 
counsel of the Massachusetts General 
Life Insurance Co., in Springfield, Mass., 
spoke on “Current Problems in Execu- 
tive Benefit Plans.” 

Kansas City, Mo. — On February 16 
a panel, moderated by John R. Adams, 
Connecticut General Life Insurance Co., 
discussed “Term Insurance vs. Perma- 
nent Insurance.” Members of the panel 
were: Clifton R. Coleman, Mutual Bene- 
fit Life Insurance Co.; C. William Scott, 
C.L.U., Massachusetts Mutual Life In- 
surance Co.; and Charles A. Elliott, Na- 
tional Life Insurance Co. of Vermont. 

St. Louis, Mo. — On February 29 
Robert S. Latham, C.P.A., of Cleveland 
spoke on “Valuation of Stock of Close 
Corporations.” Mr. Latham was for two 
years with the Internal Revenue Service 
and is now a partner in the firm of 
Arthur Andersen & Co. Deans of three 
local law schools were in the audience of 
some 100 members. 

New Hampshire — On February 3 
Charles B. McCaffrey, lecturer in Ad- 
vanced Underwriting in the graduate 
division of the Wharton School of the 
University of Pennsylvania and special 
consultant in advanced underwriting for 
Provident Mutual Life Insurance Co. of 
Philadelphia, spoke on “Modern Trends 
in Family Financial Planning.” 


Rochester, N. Y. — On February 23 
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Sydney R. Rubin, attorney, spoke on 
“Short Term Trusts — Their Use and 
Misuse.” 

Fargo-Moorhead, N. D. — On Febru- 
ary 8 J. Gerald Nilles, Fargo attorney, 
was moderator for a discussion of the 
Marital Deduction. 

Cleveland, Ohio — On February 15 
Lawrence G. Knecht, attorney, addressed 
the Cleveland Society of Estate Analysts 
on “Problems Raised by the Proposed 
Kintner Regulations.” 

Dayton, Ohio — On February 24 
Richard Bailhe, pension sales manager 
of Lincoln National Life Insurance Co., 
Fort Wayne, Ind., spoke on “Methods of 
Funding Pensions,” including “What’s 
New in Pension Funding.” 

Bucks County, Pa. — On February 16 
an afternoon workshop meeting, pre- 
pared by the life insurance members, 
was limited to the first 25 acceptances. 
The following evening a Panel Discus- 
sion of an “Estate Planning Problem — 
Part I” was moderated by Murray C. 
Haines. Panel members included James 
P. Nunemaker, George T. Kelton, Albert 
B. Erichson and John H. Rockel. 

Lancaster County, Pa. — The Lan- 
caster County Estate Planning Council 
was. organized last autumn in Lancaster, 
Pa., and now has a membership of 98 
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including attorneys, C.P.A.’s, bank trust 
personnel and life underwriters. Three 
dinner meetings a year are planned. In 
October Charles B. McCaffrey spoke on 
“Some Tools in Modern Estate Plan- 
ning.” On January 21 George Craven, 
Philadelphia attorney, spoke on “Taxa- 
tion of Estate and Trust Income,” and 
offered some pertinent remarks concern- 
ing the electing corporation under the 
“Technical Amendments Act of 1958.” 
At the April meeting W. Gibbs McKin- 
ney, Baltimore attorney, will discuss 
“Corporation Stock Redemption.” Off- 
cers for the first year are: Pres. — Wil- 
liam F. Hoke, trust officer, Fulton Na- 
tional Bank; Vice Pres. — Charles R. 
Cooper, Jr., attorney; Sec. — R. Rich 
ard Sherbahn, C.L.U.; Treas. — Rich- 
ard W. Wright, C.P.A. 

Rhode Island — On February 29 San- 
born Vincent, vice president, Old Colony 
Trust Co., Boston, spoke on “The In- 
come Tax in Estate Planning.” 

Dallas, Tex. — On February 11 Whit- 
field J. Collins, Fort Worth attorney, 
spoke on “Pseudo Corporations—When 
to Use the Election Not to be Taxed as 
a Corporation.” 

El Paso, Tex. — On February 16 Ed- 
ward C. Wade, attorney, spoke on “Es- 
tate Planning and Conflict of Laws.” 
Comments on recent developments and 
cases relating to estate planning were of- 
fered by William Deffebach. 

San Antonio, Tex. — On February 16 
Maurice E. Butler, trust officer, National 
Bank of Commerce, Houston, spoke on 
“The Use of Corporate Dollars in Estate 
Planning.” 

Madison, Wis. — On February 8 
George Kroncke, Professor of Law, Uni- 
versity of Wisconsin, spoke on “The Use 
of Trusts in Small Estates.” 

Toronto, Ont. — On February 2 the 
discussion of the hypothetical estate of 
a 48-year-old client with wife and four 
children, and who is the owner of a 

















$600,000 business, was continued. -lar. 
old Day presented the draft of th wil] 
of the client. 
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ECONOMIC TIDES 
(Continued from page 278) 


the old fogies of the coming periow will 
be the siandpat radicals who deve oped 
remedies nearly three decades alo::g to 
meet conditions which no longer ex:st. 
The foot rule for successful achieve. 
ment in this coming period in banking, 
in industry, and in government is to 
look dispassionately at contemporary 
and unfolding problems, without the 
handicap of preconceived solutions. | 
was impressed with the post-mortem on 
the loss of the last British election by 
the Labor Party. Philip J. Noel-Baker, 
who had been in the Attlee Labor Gov- 
ernment and who is still a Labor Mem. 
ber of Parliament and winner of the 
1959 Nobel Peace Prize, in a New York 
telecast declared that his party in the 
last election erred in discussing old 
party proposals for reform, which had 
long since been adopted, instead of sug- 
gesting new policies to meet changing 
current and future trends. On the same 
program, Senator Hubert H. Humphrey, 
of Minnesota, a self-styled spokesman 
for the liberal wing of the Democratic 
Party, in concurring, said that in the 
coming election it would be a blunder 
for the Democrats to dwell on the New 
Deal and the Fair Deal. He said that 
success lies in demonstrating a compre- 
hension of current and prospective prob- 
lems. He specifically advocated disarma- 
ment and aid to under-developed coun- 


tries. 
A A A 


e The University of Wisconsin has been 
named the National Center for Family 
Finance Education. A grant of $18,510 
from the Institute of Life Insurance has 
been accepted by the UW Board of Re- 
gents. 
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JoHN OLIVER LA GorcE, former editor 
of National Geographic magazine and 
long a leader in the National Geographic 
Society, bequeathed his collection of 
weapons to the U. S. National Museum, 
and $45,000 in cash legacies to three in- 

dividuals. The remainder of his estate is 
© placed in two trusts with Riggs National 
Bank of Washington, D. C., and an indi- 
/ vidual, who were also named co-execu- 
tors. The trustees are directed to pay 
one-third of the net income of one trust 
to Mrs. LaGorce and two-thirds to the 
children of a deceased son. When the 
youngest of the grandchildren reaches 
his thirtieth year, or if testator’s wife 
is living, then upon her death, this trust 
is to terminate and the principal distrib- 
' uted to the grandchildren or their sur- 
| viving issue. However, this direction to 
' distribute the principal is subject to a 
provision limiting the sum for the testa- 
tor’s granddaughter to $15,000 with the 
balance of her share to be continued in 
trust for her benefit, the remainder to 
be distributed to her issue. The other 
trust is a marital deduction trust which, 
upon failure of Mrs. La Gorce to appoint 
the principal in her will, is to pass two- 
thirds to the surviving issue of his wife, 
and one third to the first trust. 
The executors and trustees are author- 
' ized to retain stock of the Riggs Bank, 
although it represents a considerable per- 
| centage of the estate. 


EDGAR FRIEDLANDER, one of Cincinnati’s 
leading citizens and former treasurer 
» of Hamilton County, left an estate val- 
ued at over two million dollars. He be- 
) queathed $30,000 in cash to three indi- 
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viduals and his tangible personal prop- 
erty to a niece. Three charitable organ- 
izations benefit from the will. The sum 
of $25,000 was bequeathed to the Cincin- 
nati Institute of Fine Arts which is di- 
rected to pay the income accruing from 
this bequest to the Cincinnati Symphony 
Orchestra and to pay over principal 
upon request of the Symphony’s Board 
of Trustees. A similar sum was be- 
queathed to the Community Chest of Cin- 
cinnati and to the Central Trust Co. as 
trustee for a local council of the Boy 
Scouts. The residue of the estate passes 
to two nieces. Central Trust Co., of 
which Mr, Friedlander was a director, 
is named executor. 


JOHN H. KLIEGL, co-founder and presi- 
dent of the Kliegl Brothers Universal 
Stage Lighting Co., which developed the 
klieg light used in the motion picture in- 
dustry, placed the bulk of his estate in 
two trusts. The principal of the first 
trust consists of 249 shares of class A 
common stock of the company he headed. 
The remainder of the estate, less ap- 
proximately $7,500 in cash legacies, com- 
prises the principal of the second trust. 
The income of both trusts is to be dis- 
tributed to Mrs. Kliegl during her life, 
and upon her death the principal of the 
second trust is to be distributed to three 
of the testator’s children or, if they do 
not survive the life tenant, to their liv- 
ing issue per stirpes. The principal of 
the first trust is to pass to testator’s son 
unless he fails to survive the widow, in 
which case the principal will be dis- 
tributed in a manner similar to that of 
the second trust. A limited power of in- 


s one of North Jersey’s most active banks 


in the trust field, may we help you in 
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vasion for the benefit of Mrs. Kliegl 
is granted the trustees of the second 
trust. The will permits the co-trustees 
and co-executors, who include Irving 
Trust Company of New York, to sell 
shares of the lighting company stock 
only upon the written consent of testa- 
tor’s son as long as he is living and not 
mentally or physically incapacitated. 


A AA 
e The foreign banks in Ohio had per- 


sonal trust assets of $27,562,778 and 
corporate accounts amounting to $l,- 
706,398 in 1959 compared with $29,- 
497, 991 and $2,757,036 respectively the 


year before. 
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CURRENT LTERATIRE 


By RAYMOND F. GREGORY 
Seghers, Reinhart & McCall, New York 














Books 


Stock-Purchase Agreements and the 

Close Corporation 

ALDEN GUILD, National Life Insurance Co., 

Montpelier, Vt. (84 pp.; complimentary to at- 

torneys, trust officers and corporation execu- 

tives). 

Designed for the lawyer and the lay- 
man and written in simple, easily under- 
stood language, this small volume should 
provide a useful guide in the area of 
close corporations and_ stock-purchase 
agreements funded by life insurance. 

Having indicated the necessity of 
stock-purchase agreements in close corpo- 
rations, the author examines stock re- 
tirement plans and cross purchase plans 
and discusses their respective merits and 
failings. The problem of evaluating a 
stockholder’s interest in the corporation, 
with respect to federal estate taxes and 
the protection of the estate of the de- 
ceased stockholder, may be solved by the 
use of several approaches which are 
briefly explained and compared. The tax 
problems considered relate to premium 
payments by the corporation and the re- 
ceipt of insurance proceeds by the cor- 
poration or by the estate of the insured 
stockholder. 

The appendix contains several speci- 
men stock retirement and cross purchase 
plans and a table of citations to statutes 
and leading cases of each state pertain- 
ing to a purchase by a corporation of its 
own shares. 


Railroad Equipment Financing 


DONALD MACQUEEN STREET. Columbia 
Univ. Press, New York City 27 (177 pp.; $6). 
Equipment obligations are the prin- 
cipal source of capital for railroads and 
their importance has been increasing in 


recent years with the carriers’ restricted 
access to large-scale general financing. 
The several types of agreements, hedged 
about with a multitude of rulings and 
legal technicalities, are clearly set forth 
by the author, who has had many years 
of experience both in academic circles 
and in actual preparation of equipment- 
purchase contracts for financial institu- 
tions. EEF. 


Federal Social Security — A Guide to 
the Law and Procedure 

CHARLES I. SCHOTTLAND and EWELL T. 

BARTLETT, Joint Committee on Continuing 

Legal Education of the American Law Institute 

and the American Bar Association, 133 S. 36th 

St., Philadelphia 4 (202 pp.; $3.00). 

As its title indicates, this work is a 
guide to the law and procedure of the 
Federal social security program, and it 
has been compiled both as an aid to the 
claimant and his attorney and as a 
one volume study of the law and regula- 
tions for the general practitioner. Its 
greatest use may lie in its detailed ex- 
planation of the claims process and ap- 
pellate procedure. The authors discuss 
the social security program in relation 
to the wage earner, the self-employed, 
farmers and farm employees, self-em- 
ployed lawyers, accountants and other 
professional people, and veterans and 
servicemen. 


How to Use Life Insurance in Business 


WILLIAM J. CASEY, Institute For Business 
Planning, Inc., 2 W. 13th St., New York 11 
(189 pp.; $12.50). 

Most businesses insure their property 
against fire loss; one of the objectives 
of this study is to call attention to the 
need for businesses to insure the lives 
of key personnel. Life insurance may be 
used to minimize the problems which may 
befall the estate of a deceased execu- 
tive or mitigate the losses that may 
occur to the business during the period 
of transition after the death of a key 
employee. The author analyzes the ways 
life insurance can be used to strengthen 
and perpetuate a business and to sus- 
tain and preserve its ownership. The 
scope of the work extends to proprietor- 
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ships, partnerships, and corp 
and includes discussion of the u: 
insurance in connection with closed eq. 
porations, buy-sell agreements, - <ock py. 
demptions, estate and income taxes, pro. 
tection of the widow, and the lic vidatig, 
of business interests. 


rations 
' of lif 


Life Insurance and How to Use It 


WILLIAM J. CASEY, Institute Fo: 
Planning, Inc., 2 W. 13th St., New 
(228 pp.; $12.50). 


Businey 
York 1; 


The purpose of this work is to demop, 
strate how life insurance can be beg 
employed in solving family, investmen; 
and business problems. The author indj. 
cates the increasing need of life insyy. 
ance in providing family security an 
discusses the kinds and amounts of jp. 





surance proper insurance programmingh 


demands. 


The use of life insurance a) 


an investment and methods of using lif.” 


insurance in estate planning, in busi. 
ness, in connection with tax-saving plan; 
and in pension and profit-sharing plan; 
are among the subjects analyzed. Numer. 
ous graphs and diagrams provide ampk 
supplemental and explanatory material 
for each of the subjects discussed. 


ARTICLES 


Symposium: Guardianship 
Iowa Law Review, Winter 1960 (Iowa City; 
$2.00). 


Appointment cf a Guardian in the Conflict of 
Laws, MONRAD G. PAULSEN and JUDAH BEsT. 
Guardian of the Person, GEORGE B. FRASER. 
Powers and Duties of Guardians of Property, 
WILLIAM F. FRATCHER. 

Iowa Guardianships, JACK W. PETERS. 


Professor Thomas E. Atkinson, in his 
foreword to this symposium, observes 


that the law of guardianship has been 
neglected from the _ standpoint of 


remedial legislation, and, until recently,) 


by authors of legal literature. With uni- 
fication and organization still largely 
wanting in this segment of legal writing, 
it was deemed appropriate to present 
this symposium on the law of guardian- 
ship. 

The discussion of the conflict-of-laws 
problems respecting guardianship is in- 
troduced with a consideration of the 
limitations upon the exercise of state 
power in appointing guardians. Accom- 
panying this discussion is an examination 
of the out-of-state effect of a guardian- 
ship appointment, the power of a gual- 
dian to change a ward’s domicile, and 
the conflict-of-laws problems involving 
guardians of property. 

Examination of the problems of guard- 
ianship of the person and of property are 
the subjects of the two succeeding arti 
cles. The writer briefly considers who cal 
be appointed a guardian of the person 
and indicates the variations existing ™ 
state laws authorizing appointment of 
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guardians. The right of a guardian to the ’ 
custody of a ward is discussed with the 


concomitant duties of an award of cus 
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tody. The question of liability of the 
guardian for the support and education 
of the ward is considered with numerous 
citations to decisional law. 

Discussion of the powers and duties of 
guardians of property involves consid- 
eration of the powers and duties of in- 
yestment and the management of prop- 
erty and the basic duties of a fiduciary. 
The author indicates seven legislative 
changes in the law governing guardians 
of property which he believes are desir- 
able. 

The concluding article analyzes the 
lowa statutes governing guardianship 
and presents suggestions for their re- 
vision. 

The symposium also includes two stud- 
ent notes entitled “Guardianship in the 
Planned Estate” and “Guardians ad 


| Litem.” 
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Estate Planning with Short-Term 
Trusts 


Cc. W. POINDEXTER, Trust Bulletin, Febru- 
ary, 1960 (12 E. 36th St., New York 16; $.50). 


Excessive concern with the reduction 
of death taxes often leaves the estate 
planner impervious to possibilities for in- 
come tax savings. It is proposed in this 
article that the short term trust should 
be given more consideration, especially in 
those circumstances where it is desirable 
to reduce current income taxes, and at 
the same time, preserve capital for the re- 
tirement of the taxpayer. The author 
suggests that short term trusts may be 
used for the “super support” of minors, 
support of individuals which the grantor 
has no legal obligation to support, for the 
benefit of charities, and to provide for 
certain business and other needs of the 
grantor. 


Pitfalls of Cash Basis for Employee 

Funds 

JOHN H. REGAZZI, Journal of Accountancy, 

February, 1960 (270 Madison Ave., New York 

16; $.85). 

The propriety of the accounting and of 
the reporting of the financial results of 
welfare and pension funds are of con- 
cern to the employee, employer, and trus- 
tee; but the vast influence of these funds 
on the social and economic life of the 
United States also compels the interest 
of federal and state agencies. With both 
public and private interests involved, 
proper and adequate accounting is indis- 
pensable. The writer believes that finan- 
cial statements of these funds may be 
misleading if prepared on a cash basis, 
and he highlights the inadequacies of this 
method in a comparative study of ac- 
crual basis accounting in this area. 


Liabilities of Corporate Trustees as 
Successor Fiduciaries 
BARTLETT HARWOOD, Jr., Trust Bulletin, 
hppa 1960 (12 E. 36th St., New York 16; 
50). 
Although a common rule of liability re- 
Mains applicable to both corporate and 
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individual fiduciaries, there has been an 
increasing tendency on the part of the 
courts to hold corporate fiduciaries to a 
standard of care which their facilities for 
trust administration renders available. 
There are also indications of an evolving 
concept that would make liability com- 
mensurable with the representations a 
corporate fiduciary makes to the public 
as to its skill in trust administration. In 
discussing the responsibility of corporate 
fiduciaries, the author comments on the 
liability of successor trustees for the acts 
and omissions of its predecessor, and 
analyzes the steps it should undertake to 
insulate itself from surcharge. 


1959 Annual Survey of American Law 
— Federal Estate and Gift Taxation 


ROBERT KRAMMER, New York University 
Law Review, January, 1960 (Washington Sq. 
South, New York 3; $2.00). 


Several minor amendments to the Fed- 
eral estate and gift tax laws were en- 
acted by Congress in 1959, but the 
greatest interest in legislative develop- 
ments lies in proposed changes in those 
sections of the statute dealing with 
tax liens and the marital deduction. 
Among the cases considered in the sur- 
vey is State Street Trust Co. v. U.S., 
one of the more significant decisions 
of the year. Other decisions rendered 
during the year include those dealing 
with employee benefits, transfer in con- 
templation of death, and disclaimers and 
renunciations of gifts and _ bequests. 
Rounding out the survey, the writer sum- 
marizes recent Treasury rulings. 


Estate Planning for Executive Fringe 
Benefits 


ABRAHAM J. BRILOFF, Certified Public Ac- 
countant, February, 1960 (355 Lexington Ave., 
New York 17; $.50). 


The author groups “executive fringe 
benefits” into three classifications: pen- 
sion or profit-sharing plans qualifying 
under Section 401 of the Internal Reve- 
nue Code, non-qualified plans, and re- 
stricted stock option plans. Following an 
extensive examination of income and es- 
tate tax factors involved in the enumer- 
ated plans, the writer suggests various 


possibilities of implementation of tax 
saving plans in accordance with the dis- 
positive wishes of an executive-employee. 


Widows’ Allowances and the Marital 

Deduction 

RICHARD B. COVEY, Practical Lawyer, Jan- 

uary, 1960 (133 S. 36th St., Philadelphia 4; 

$2.00). 

The death or remarriage of a surviv- 
ing spouse may or may not result in 
termination of the “widow’s allowance,” 
depending upon the local statutory law 
providing for the support of a spouse 
during the administration of the estate. 
The absence of uniformity in state law in 
this area is significant in that these stat- 
utes may be determinative of qualifica- 
tion of the widow’s allowance as a mari- 
tal deduction for Federal estate tax pur- 
poses. Recent cases deciding the issue of 
deductibility are examined in this article, 
and the writer concludes that amend- 
ment of the Federal estate tax law is 
necessary to establish uniformity of 
treatment in ascertaining the federal es- 
tate tax. 


Tax Economics of Charitable Giving 


WILLIAM C. PENICK, Taxes, February, 1960 
(4025 W. Peterson Ave., Chicago 46; $.75). 


This article sets forth an explanation 
and an assessment of the economic con- 
sequences, from the tax viewpoint, of 
making gifts to charities. Although Fed- 
eral gift and estate taxes are briefly 
considered, the major emphasis of this 
study is on federal income taxes. Ac- 
companying a discussion of the more 
commonly known methods of making 
charitable gifts, the author considers 
gifts of property with a reservation of 
income from the property in the donor, 
gifts of income producing property for a 
period of years, gifts of inventory and 
business assets, contribution of personal 
services, and bargain sales of apprecia- 
ted property. Included in an appendix are 
several charts showing values of re- 
mainder interests and ten plans of char- 
itable giving demonstrating a compara- 
tive analysis of different methods for a 
given situation. 
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ASSETS — Business — Failure to Ob- 
tain Court Order to Operate Busi- 
ness Does Not Impose Absolute 
Liability on Executor 


Florida—Second District Court of Appeal 
In re Estate of Wilson, 116 So. 2d 440. 


The widow and sole beneficiary of de- 
cedent qualified as executrix on May 31, 
1955. The primary asset of the estate was 
all of the stock in a closely held corpora- 
tion owned and operated by decedent. It 
was found that the estate appraisers sub- 
stantially overvalued this stock, which, 
as a matter of fact, at the date of death 
had practically no sales value. The ex- 
ecutrix continued operations of the cor- 
porate affairs for the succeeding years, 
although she did not obtain the approval 
of the probate court to do so, as was re- 
quired by statute, Florida Statutes, 733.- 
08(1), nor did she file annual returns 
until November 4, 1957. Nevertheless, she 
substantially reduced the indebtedness of 
the estate, and, in addition, paid into the 
corporate operations $16,000 of her own 
funds. An unpaid creditor petitioned for 
a compulsory settlement of his claim, 
seeking personal liability of the execu- 
trix. The lower court denied the petition. 

HELD: Affirmed. The facts clearly 
showed no waste, mismanagement or 
misappropriation of funds by the execu- 
trix, but to the contrary showed that she 
acted in a reasonable and prudent man- 
ner. Thus, despite the fact that an execu- 
trix is, in a broad sense, a trustee for 
the creditors of decedent, the executrix 
is not an insurer of the success of a 
business conducted during the admini- 
stration of the estate. Furthermore, the 
fact that the executrix did not obtain a 
court order authorizing her to conduct 
the business did not, per se, cast absolute 
personal liability on the personal repre- 
sentative who assumed operation of the 
business and continued operation in an 
otherwise prudent manner. 


CHARITABLE TRUSTS — Statute Pro- 
viding for Termination of Benjamin 
Franklin Trust Ineffective — Law 
of Place of Administration Governs 


Massachusetts—Supreme Judicial Court 


Franklin Foundation, v. Attorney General, 1960 
Mass. 11. 


St. 1958, c. 596 provides in substance 
that the portion of the trust established 
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by Benjamin Franklin which on its ter- 
mination is distributable to the Com- 
monwealth, and also that portion which 
is distributable to the City of Boston, 
should be paid to the Franklin Founda- 
tion for the benefit of Franklin Technical 
Institute, and the trust should terminate. 
The statute further provided that this 
should not happen until a decree of the 
Supreme Judicial Court authorized such 
payment and termination. This bill in 
equity was brought by the Franklin 
Foundation against the Attorney Gen- 
eral, the Commonwealth, and the City of 
Boston to obtain such a decree. 

Benjamin Franklin, who died in 1790 
a citizen of Pennsylvania, by a codicil 
to his will, bequeathed £100 each to the 
inhabitants of the Town of Boston and 
the City of Philadelphia. The Boston 
legacy was to be managed by the select- 
men and the ministers of certain 
churches. It was to operate by loans at 
5% to young married artificers to en- 
able them to set up in business, their 
notes to be guaranteed by two respect- 
able citizens. The codicil expressed the 
hope that no part of the money would 
lie dead or be diverted to other purposes, 
but that the fund would be continually 
augmented in this manner. If it suc- 
ceeded, the amount at the end of 100 
years would be £131,000, of which the 
managers should lay out £100,000 in pub- 
lic works. The remaining £31,000 should 
continue to be let out at interest for an- 


other hundred years, as he he 
would have a good effect on the « 
of youth, etc. At the end of the 
hundred years the fund should «mount 
to £4,061,000, and of this £1, 61,009 
should go to the Town of Boston, ang 
£3,000,000 to the Government of the 
State. 

For a few years loans to artificeys 
kept the fund in full use, but they grad. 
ually decreased. From 1827-1891 most 
of the fund was invested with the Massa. 
chusetts Hospital Life Insurance (o, 
Since then it has been invested in diversi. 
fied securities. 

On January 1, 1894, part of the fund 
was paid to the City Treasurer and 
along with an equal amount contributed 
by Andrew Carnegie, was used to estab. 
lish the Franklin Union, now the Frank. 
lin Technical Institute. By St. 1908, ¢. 
569, the managers of the fund were in- 
corporated as the Franklin Foundation 
and empowered to manage the Institute, 

The Institute, an engineering school of 
high standards, operates on a balanced 
budget, but could greatly increase its 
present service if additional funds were 
available. The plaintiff has considered 
obtaining leave of court to modify the 
terms of the trust, but deems it in- 
practicable to employ the fund in making 
loans which would serve any public pur- 
pose and provide reasonable assurance 
of preservation and increase of the 
fund. 


HELD: The trust is not to be ter- 
minated. 


ed it 
duct 
second 


1. The proceedings were proper and 
the Commonwealth properly impleaded. 

2. Termination of the trust is a ques- 
tion to be determined under the law 
governing the administration of the 
trust, in this case Massachusetts, which 
governs the trust in other 
Pennsylvania law need not be considered. 

2. The record does not disclose suffi- 
cient facts to cause the court to exercise 
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its authority to terminate the trust. The 
making of loans to young artificers was 
not the only purpose of the testator. 
Franklin’s purpose was to make a gift 
to the city at the end of the first hun- 
dred yezrs and to the city and state at 
the end of two hundred years. The court 
was not convinced that his charitable 
objective had become so unreasonable 
ynder current conditions that the court 
should exercise its powers of termina- 
tion. Only the court could decide whether 
or not the purpose of the trust had been 
achieved. The legislature did not have 
that power. 

4, However there need be no sterile 
accumulation. Some charitable outlet 
even with the plaintiff could be found 
for the use of the income until 1991. 
Besides the loans to young artificers 


‘© there was an equally dominating intent 


to accumulate for gifts of principal in 
one hundred years and two hundred 
years. The intent to provide substantial 
gifts to future generations should not be 
defeated by destroying the trust. 
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CLtaims — Action for Wrongful Death 
Against Decedent Tortfeasor Must 
Comply with Non-Claim Statutes 


Missouri—Supreme Court en banc 
Clarke v. Organ, 329 S.W. 2d 670. 


This was a wrongful death action 
brought by the guardian of two minors, 
whose parents were killed in a highway 
accident, against the administratrix of 
the deceased alleged tort feasor. First 
publication of notice of letters was made 
on October 11, 1956. This suit was filed 
on November 10, 1956 and service obtain- 
ed on November 23, 1956. Defendant ad- 
ministratrix answered on January 5, 1957. 
On October 16, 1957, defendant filed a 
motion to dismiss the petition for failure 
to comply with R.S. Mo. Sec. 473.360, 
473.363 and 473.367, which require copies 
of the summons and return in the Pro- 
bate Court within nine months after first 
publication of notice of letters. The trial 
court sustained the motion to dismiss the 





| petition. 
HELD: Affirmed. The cited statutes 
were unambiguous and compliance with 


them was jurisdictional. The argument is 
untenable that since the value of the es- 
tate was only $125 and liability insur- 
ance was involved, no depletion of the 
assets of the estate would occur and so 
the non-claim statutes should not be 
strictly applied. A judgment against the 
administratrix was a prerequisite to a 
recovery on the insurance and the Court 
could not make exceptions based on the 
presence or absence of insurance. Even 
though the wrongful death statute con- 
tained its own limitation, this action was 
subject to the further limitation of the 
cited statutes. 


CONFLICT OF Laws — Adoption of 
Heir in Foreign State Recognized 


Oregon—Supreme Court 

Matter of Estate of Schultz; Schultz v. First Na- 

tional Bank of Portland, 348 P. 24d —. 

A petition was filed for judicial de- 
termination of the status of a purported 
heir who claimed he was the duly adopted 
child of decedent and her husband. The 
adoption took place in Nebraska and was 
accomplished by reason of an agreement 
which, apparently, is recognized under 
the laws of Nebraska. Decedent was a 
resident of Oregon at her death. The 
Circuit Court dismissed the petition. 

HELD: Reversed. Even though the 
form of agreement would be invalid and 
unenforceable if made in Oregon,, agree- 
ment contained nothing which violated 
any fundamental principle of justice or 
prevalent conception of good morals. The 
adoption should be recognized under the 
principles. 


Costs — Not Chargeable Against Pe- 
titioner Unsuccessfully Seeking Re- 
moval of Trustee 


Florida—Third District Court of Appeal 
Johnson v. Taylor, 116 So. 2d 480. 


A minor beneficiary of a trust institu- 
ted an action for an accounting and for 
removal of the trustee. As a result of the 
action, an audit was had, which revealed 
a substantial debt owed the trust estate 
by a deceased trustee, which debt was 
acknowledged and paid by the trustee’s 
estate. Following the audit, the complaint 
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was dismissed and costs were taxed 
against the plaintiff. The appeal which 
followed concerned only so much of the 
order as assessed the costs against the 
unsuccessful plaintiff. 

HELD: Reversed. Although the plain- 
tiff was unsuccessful in achieving his 
prime objective of removal of the trustee, 
nevertheless, as a result of the proceed- 
ings, undertaken in good faith, the trust 
was benefitted and the costs should have 
been charged against the trust estate. 
The failure to so assess the costs was an 
abuse of discretion. 


DISTRIBUTION — Assets of Interstate 
Veteran Incompetent Escheat to 
United States 


Colorado—Supreme Court 


Estate of Plich, deceased. United States v. 
American National Bank of Denver, decided Jan. 
18, 1960. 


Plich, a recipient of veterans benefits 
from the United States, became a mental 
incompetent. The bank was appointed as 
his conservator. He died intestate, leav- 
ing no heirs. During his incompetency, 
the conservator purchased City of Aurora 
bonds and U. S. Treasury bonds out of 
the proceeds received by it from the U. S. 
Government as veterans benefits. The 
U. S. Government filed a claim for the 
entire estate under 38 U.S.C. 3502(d), 
which provides that any funds in the 
hands of a conservator derived from 
benefits payable under laws administered 
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by the Veterans Administration which, 
under the law of the state wherein the 
beneficiary had his last legal residence, 
would escheat to the state shall escheat 
to the United States. The trial court held 
that the bonds were not funds within 
the meaning of this statute and escheat- 
ed to the State of Colorado and not to the 
United States. 

HELD: Reversed. The bonds are funds 
within the meaning of the Federal stat- 
ute and escheat to the United States. 


DISTRIBUTION — Failure to Give No- 
tice to Adopted Daughter Rendered 
Administrator Liable 


Maryland—Court of Appeals 

State to the Use of Pitts v. Hayes, The Daily 

Record, Feb. 6, 1960. 

A couple living in Maryland, with one 
natural son of their own, Harry, adopted 
a daughter, Irene, at the age of five. 
She lived with her adoptive parents until 
she reached the age of ninteen, when she 
moved out of the state. Thereafter, both 
the adoptive parents as well as Harry, 
the natural son, died in succession in- 
testate, but no administration was taken 
out on any of their estates. 

Thereupon a cousin consulted an at- 
torney who qualified as administrator of 
all three estates for the purpose of set- 
tling title to certain leasehold property 
held in the name of the adoptive father. 
The cousin failed to advise the attorney 
of the existence of Irene, the adopted 
daughter. Only in the estate of Harry, 
the son and last to die, did the ad- 
ministrator give the statutory notice 
to non-resident distributees by publica- 
tion. 

The property was ordered sold by the 
estate of the husband, and the entire 
proceeds were distributed to the estate 
of the wife. In the administration of her 
estate, the proceeds were distributed en- 
tirely to Harry’s estate; and in his 


estate the entire proceeds were dis- 
tributed to the cousin and other col- 
laterals. 

Irene, the adopted daughter, then 


brought suit against the administrator 
and his surety for having distributed the 
proceeds to the wrong parties. The lower 
court held that the notice to distributees 
which had been given in Harry’s estate 
protected the administrator in all three 
estates. 

HELD: Reversed. 

On the death of the father, intestate, 
the property vested one-third in his 
widow, and one-third each in his adopted 
daughter and natural son. Thereupon, 
on the death of the mother, her one-third 
vested equally in the same parties, so 
that at this point Irene and Harry were 
each entitled to one-half. On Harry’s 
subsequent death, intestate, his one-half 
interest should have been distributed en- 
tirely to Irene, his sister by adoption 
and sole next-of-kin, to the exclusion of 
his natural cousins. However, the giving 








of the statutory notice to dist: ibutees 








death 
of the 


} other 


protects the administrator of larry’s 
estate for having made a wrone distri. 
bution as to the one-half interes’ which | 
rightfully belonged to his estate. The | 
administrator and his surety «re not 
protected, however, as to the other one. 


half share which Irene should have re. | 


ceived from the estates of her adoptive 
parents, since the statutory notice was 
not given in their estates. 


The court left open for future deter. 


mination the liability of the administra- _— 


> finan 


tor and his surety for distribution of 
Irene’s share by the charging of com- 
missions and overpayment of inheritance 
taxes. 


FIDUCIARIES — Pretermitted Heir En- 
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titled to Appointment as Adminis. | 


trator 


California—District Court of Appeal 

Estate of Stickelbaut, 176 A.C.A. 421 (Dec. 18, 

1959). 

Testatrix left surviving her a son, a 
daughter and two children of a deceased 
daughter. The will gave everything to a 
granddaughter, and provided: “Any other 
legal claimants shall have one dollar each 
only.” The question here was who was 
entitled to letters of administration with 


will annexed, there being no executor ap- Th 
e 


> Cour 
» Cour 


pointed. Probate Code Section 422 gives 


priority to relatives only when entitled to | 


succeed to the estate or some portion 
of it. 

HELD: Pretermitted son was entitled 
to letters of administration in preference 
to granddaughter. Had the son _ been 
legally disinherited, he would not have 


been so entitled, but although he took — 


only one dollar, he was a taker under the 
will and was “entitled to succeed to the 


estate or some portion thereof” within © 


the meaning of Section 422. 





INSURANCE — Liability and Property | 


— Proceeds Pass to Specific Lega- 
tee when Legacy is Destroyed Si- 
multaneously with Testator’s Death 


New York—Surrogate’s Court, Kings County 
Matter of Buda, N.Y.L.J., Jan. 27, 1960. 


Testator bequeathed his automobile to 
his wife, or if she did not survive to his 
daughters. The testator and his wife 
were killed when the automobile was 
struck by a train and demolished. The 
insurance proceeds for the loss of the 
automobile were paid to the executor. 
The evidence indicated that the wife pre- 
deceased her husband, and the daughters 
claimed the insurance proceeds as specific 
legatees of the automobile. 

HELD: The daughters are entitled to 
the insurance proceeds. The usual rule is 
that a specific bequest will fail if the 
item did not exist at the testator’s death, 
and the insurance proceeds thereon 8? 
to the residuary beneficiary. (latter of 
Wright, reported in Aug. 1959, p. 806.) 
But this rule does not apply when the 
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death of tne testator and the destruction 
of the spec fic item occur simultaneously; 
otherwise the testator’s intent would be 
thwarted. 


INSURANCE — Life — Beneficiary not 
Subrogated to Bank’s Claim Se- 
cured by Policy 

Illinois—Appellate Court 
In re Estate of Cohen, 23 Ill. App. 2d 411. 


Decedent purchased a $100,000 insur- 


‘ance policy under a “bank loan” or “bank 
'fnanced” plan whereby he contracted 
| with a bank to borrow the entire amount 


of the intital and all subsequent premi- 
ums and assigned the policy as primary 


' collateral for the loans. Under the terms 


of the contract, the bank was to pay the 
annual premiums directly to the insur- 


' ance company and the decedent was to 
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pay the amounts of interest as they be- 
came due. 

Upon the death of the insured the 
bank collected the face amount of the 
policy and applied part of the proceeds 
in full payment of the loan, remitting 
the balance of the proceeds to the pri- 
mary beneficiary. The beneficiary then 
filed a claim in the Probate Court for the 
amount of the loan, contending that she 


' was subrogated to the claim of the bank. 
|The claim was allowed by the Probate 


Court and on appeal to the Superior 
Court, pursuant to a trial de novo, it was 
again allowed. The executor appealed. 


HELD: Reversed. The doctrine of sub- 
rogation was not applicable. The dece- 
dent retained the right to change the 
beneficiary of the policy. Consequently 
the beneficiary had only an expectancy 
and did not become entitled to any of 
the proceeds until the decedent’s death. 


' Under the terms of the contract the in- 


terest of the beneficiary was subject to 
the assignment of the policy which clear- 
ly provided that the loan should first be 
satisfied from the death benefit proceeds 
before any amount was to be paid to the 
beneficiary. The transaction did not bene- 


| fit the estate in any way and the dece- 


dent did not burden his estate with the 


) premium cost during his lifetime. It 


would be unconscionable and a violation 
of decedent’s intent to allow the benefi- 
ciary’s claim. 


JURISDICTION — Court Lacks Author- 
ity to Determine Fees of Executor 
under Nonintervention Will Unless 
Executor Fails to Perform Duties 
Faithfully 


Washington—Supreme Court 
In re Coates Estate, 155 Wash. Dec. 247, 347 P. 
2d 875. 
Agnes Coates died in Grays Harbor 
County, Vashington, in 1952, leaving an 


| state valued at $136,500 to her sister, 


Evleen, under a nonintervention will 
naming a bank executor. In 1956, Evleen 
petitioned the Court to require an ac- 
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counting and alleged that the executor 
had paid itself $7,500 as executor’s fees 
and paid its attorneys $7,500 as fees; 
that the Grays Harbor bar schedule of 
minimum fees provides for an attorneys’ 
fee of $4,250 and executor’s fee of $2,125, 
and that the fees paid were so exorbitant 
as to amount to a misuse of the trust 
placed in the executor. 

The executor appeared specially and 
moved to quash the petition on the 
ground that the Court was without juris- 
diction of the subject matter. Testimony 
was taken and the Trial Court found that 
the executor had performed its duties 
well, and allowed the executor the mini- 
mum of $2,153 plus $2,000 for additional 
services beyond those contemplated by 
the fee schedule, and allowed the attor- 
neys the minimum of $4,250 plus $1,000 
for additional services. The Court ordered 
that fees paid in excess of these amounts 
be refunded to the estate. The executor 
appealed. 

HELD: Reversed (by a five to four de- 
cision). Under a nonintervention will, 
after the inventory and appraisement is 
filed, if the Court finds the estate to be 
solvent and enters an order of solvency, 
the executor is authorized to complete 
the administration of the estate without 
Court intervention, but if the executor 
fails to execute the trust faithfully, then 
on petition of a creditor or an heir the 
court may resume jurisdiction. The exec- 
utor of a nonintervention will may also 
invoke the jurisdiction of the Court. The 
executor by presenting claims for ap- 
proval prior to the entry of the decree 
of solvency, and by filing exceptions to 
the appraisement of the estate for in- 
heritance tax purposes, did not abandon 
its nonintervention powers and submit 
the estate generally to court jurisdiction. 
The executor did not invoke the jurisdic- 
tion of the court to fix fees. 

The Court could not properly assume 
jurisdiction upon the petition of an heir 
unless it found that the fees were so 
large as to show that the executor had 
not discharged the trust imposed on it 
faithfully. There was no evidence of 
faithlessness. Calling the fees excessive 
is not sufficient to vest jurisdiction in the 
court, where no intent to mulct the estate 
was proved or found. There was an hon- 
est difference of opinion as to the proper 
amounts of compensation to be allowed. 
The practicing attorneys in Grays Har- 
bor County who testified for the heir 
readily admitted that they had not ex- 
amined the bulky files accumulated by 
the executor and its attorneys during the 
administration, and they could not testi- 
fy on the basis of personal examination 
of the files that the fees were excessive. 

Three disinterested attorneys and the 
senior trust officer of a competing bank 
testified for the executor. All of them 
had examined the executor’s records. 
They testified that the fees charged were 
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fair and reasonable, and that fees vary- 
ing from $8,000 to $10,000 would be rea- 
sonable. The fees paid were not of such 
an amount as to show that the executor 
had not faithfully executed its trust. 


LIFE TENANT & REMAINDERMAN — 
Income from Property Used to Pay 
Debts, etc. Belongs to Life Tenant 
of Trust — Burden of Administra- 
tion Expenses and Income Taxes 


Maine—Supreme Judicial Court 


Swasey v. Chapman, 156 A. 2d 395. 


Testator died April 28, 1956. His will, 
allowed by the Probate Court, gave the 
residue of his estate to trustees, the in- 
come and a limited amount of the prin- 
cipal of which were to go to the testa- 
tor’s widow for life, then income to the 
testator’s son within the discretion of 
the trustees, remainder of principal and 
unexpended income to named charities. 
A co-executor brought this bill in equity 
for construction of the will. 

HELD: (1) The words “net income” 
as used to describe the fund payable to 
the testator’s widow included gross in- 
come, computed from the date of testa- 
tor’s death, from all sources including 
the income from property which had been 
used to pay debts, legacies and expenses, 
less all proper charges against income. 
In the absence of an expression of intent 
by the testator that the income from 
such property is to be added to the 
principal of the residue, the income from 
such property properly belongs to the 
income beneficiary. 

(2) In the absence of an expression 
of intent by the testator, the burden of 
costs of administration of the trust is 
to be borne by the trust income not prin- 
cipal, the burden of federal income taxes 
is to be borne by the income beneficiary, 
and the allocation of stock dividends and 
stock rights is to be determined by the 
general law applicable to specific factual 
situations. 


LIFE TENANT & REMAINDERMAN — 
Latter Could Convey Interest Sub- 
ject to Life Tenancy 


South Carolina—Supreme Court 
Woodward v. Cagle, decided Feb. 2, 1960. 


Cagle died in 1910 leaving a will, in 
Item 5 of which he devised a tract to his 
son, Alexander, for life, then to his 
widow for life, and thereafter the son’s 
issue per stirpes, but in default of issue, 
to go as in Item 6. The latter devised 
certain property in trust for (a) the 
lifetime of testator’s three sons and (b) 
until his youngest grandchild should at- 
tain the age of twenty-one, when the 
trust was to terminate and the executor 
to sell the property and divide proceeds 
equally among the grandchildren per 
stirpes, child or children of a deceased 
grandchild to take the parent’s share. 

The last of the three sons died in 1956 
at which time there were four grand- 


children, all of whom were ove) 


wenty. 
one. Alexander left no children ind hig 
widow is still living, occupying te tragt 
in question as life tenant. The © -ustees & 
in lieu of selling, conveyed the operty 
to the four grandchildren who h: ve cop. § 
tracted to sell it. The question wa; § 
whether, since the tract devised in Item 
5, fell in default of the son’s issu~, under | 
the trust provisions of Item 6. should 


such trust continue until the death of § 
Alexander’s widow, present life tenant. 9 
HELD: Upon the death of the last son § 
in 1956, all the grandchildren being then 
of age, the trust terminated, and the deeq 
of the trustees conveyed a vested re. 
mainder in fee to the grandchildren, sub. J 
ject to the life estate of Alexander's 7 
widow. Such vested remainder is, with or © 
without the cooperation of the life ten. © 
ant, transmissible. If the life tenant 7 
joins in the deed, right of immediate , 
possession will accompany the fee. 


REVOCATION — Requirements for Re. | 


After decedent’s death, various testa- 
mentary documents turned up from vari- 
ous sources. The latest, March 26, 1953, 
was offered for probate. There was also 
offered by the contestants of that will, 


a copy, but not a carbon copy, of the § 


same will, on which the decedent had 
written that she had destroyed the origi- 
nal and “therefore this will is null and 
void.” This was signed and there were 
three witnesses of the destruction and 
of the endorsement by decedent. The 
lower Court refused probate. 

HELD: Affirmed. Section 5 (2) of the 
Wills Act authorizes the revocation of a 





voking Will Satisfied } 


Pennsylvania—Supreme Court 
Taubel Will, 398 Pa. 19. j 


will by some other writing executed and F 


proved in the manner required for wills. 
The requirements thus are that the in- 
strument be in writing, state its purpose 
of revocation, identify what is to be re- 
voked, be signed at the end with intent 
to revoke and be proved by two compe- 
tent witnesses. All these elements have 
been clearly established in this case. 


SPENDTHRIFT ‘TRUSTS Grantor 
May Not Validly Create Such Trust 
in Favor of Himself 


Texas—Civil Court of Appeals 





Glass v. Carpenter, 330 S.W. 2d 530. 


A husband and wife placed community 
property into a trust with the plaintiffs 
as trustees and themselves as the trust 
beneficiaries. The trust contained 4 
spendthrift provision restraining the 
power of the husband and wife to 
alienate their beneficial interests and ex- 
empting such beneficial interests from 
the claims of creditors. The wife exe- 
cuted an assignment of all her interest 
the trust to defendant. Plaintiffs brought 
suit in the trial court to have the a& 
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signme: = declared void. The trial court 
upheld se validity of the assignment. 

HEL’): Affirmed. Under Texas law a 
spendtir’ ift trust may be validly created 
in favo: of a third party. A settlor may 
not, however, validly create a spendthrift 
trust iv favor of himself. It would be 
against oublic policy to permit a person 
to retain the beneficial interest in his 
own property and at the same time to 
restrain his power of alienation over 
such property and to place such property 
peyond the reach of his creditors. 


SpouSE’s RIGHTS — Incompetent Wi- 
dow’s Administrator has no Right 
to Elect to Accept or Renounce 
Husband’s Will 

U. S. Court of Appeals— 
District of Columbia Circuit 
Boyer v. Bealor, 271 F. 2d 845. 


A guardian ad litem was appointed to 
represent the wife at the time of the 
probate of her husband’s will. The guar- 
dian concluded that the provisions for 
her in her husband’s will should be ac- 
cepted. After her death the District 
Court expressed its agreement with the 
view of the guardian and entered an ap- 
priate order, The widow’s administrator 
appealed from that order contending that 
under the District law, since he is re- 
quired to give bond to administer monies, 
goods, chattels, rights, and credits of the 
deceased, it is for him to elect to accept 
or renounce the husband’s will. 

HELD: Affirmed. Normally a widow 
has the right to renounce her husband’s 
will and take her statutory share. How- 
ever, such is not the case when the widow 
is incompetent, District of Columbia Code 
(1951) Title 18-211. Since the incom- 
petent widow did not have the right to 
select at the time of the probate of the 
will because the right was then vested 
ina guardian acting on her behalf, the 
widow’s administrator has no such au- 
thority, his authority being the same 
as hers at the time of her death. 


SPousE’s RIGHTS — Widow Put to 
Election 


California—District Court of Appeal 

Estate of Roach, 176 A.C.A. 591 (Dec. 22, 

1959). 

Roach’s will recited his intention to 
marry Genevieve and stated that although 
such marriage should occur, “I do not in- 
tend to provide for such spouse except as 
mentioned herein.” The will declared that 
all property in which testator had any 
interest was his separate property; pro- 
vided for $1,000 per month allowance to 
Mrs. Roach during settlement of the es- 
tate and gave her a residence property 
and $20,000. The residue was given to a 
bank in trust, one-half of the estate to 
be held for Mrs. Roach’s benefit during 
her lifetime or until she remarried, the 
other half for the benefit of testator’s 
three children. On Mrs. Roach’s death or 
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remarriage the trust for her was to be- 
come a part of the trust for the children. 

The controversy involved two insur- 
ance policies, one of $100,000, the other 
$195,000, both payable to the estate. The 
lower court found that the $100,000 pol- 
icy was community property and the 
$195,000 policy in part community. The 
question was whether Mrs. Roach was 
entitled to any part of the proceeds of 
these policies as representing her com- 
munity interest in them. There was no 
provision in the will expressly requiring 
Mrs. Roach to elect between community 
rights and rights under the will. 

HELD: The widow was put to her elec- 
tion and could claim no community inter- 
est in the insurance policies nor any 
benefits other than such as accrued to her 
as stated above. 

The elements particularly stressed by 
the court included: a wealthy man who 
had children by a former marriage was 
about to marry again; he expressly 
stated that all property is separate; he 
declared that he had no intention to pro- 
vide for his wife except as mentioned in 
the will; the fact that the insurance poli- 
cies were payable to the estate, thereby 
becoming subject to disposition by will 
and incidentally increasing to the extent 
of one-half of the policies the trust for 
Mrs. Roach’s benefit. 


TAXATION — Estate & Inheritance — 
Multiple Family Dwelling Owned 
as Tenants by Entirety Entitled to 
Full Exemption Although only 
Partly Occupied by Them 


Massachusetts—Supreme Judicial Court 


Evans v. Commissioner, 1959 Mass. 1401. 


Decedent and his wife owned a two 
family house worth $15,000. They occu- 
pied one apartment. The tax department 
assessed one-half the value, $7,500, for 
inheritance tax purpose. 

HELD: The commissioner was wrong. 
The statute (G.L. 65, §1, as amended) 
clearly allows a $25,000 exemption on a 
multiple family dwelling occupied by the 
parties as their domicil. It does not re- 
quire them to occupy the entire property. 


WILLs — Construction — “Desire” 
Did Not Create Bequest 


Texas—Civil Court of Appeals 
Hunt v. Hunt, 329 S.W. 2d 488. 


Testator’s will stated: “lt is my de- 
sire that Ermine Hunt pay to Fred B. 
Hunt, my son by a former marriage, 
the sum of Five Thousand Dollars.” 

The son brought suit against Ermine 
Hunt, seeking to enforce the provision 
as a mandatory bequest, The trial court 
rejected plaintiff’s claim. 

HELD: Affirmed. The phrase “it is 
my desire” is precatory unless a reading 
of the entire will and the circumstances 
clearly indicate that the mandatory be- 
quest was intended. No such circum- 
stances exist in this case. 














in AKRON, OHIO 


Complete 
Trust Services 





FIRST 
NATIONAL BANK 


LARGEST FINANCIAL INSTITUTION 
IN SUMMIT COUNTY 








Cordially Yours 


You will find our Correspondent services 


Careful 
Coordinated 


Cooperative 
Cordial 


because serving other Banks is a 
type of business that we particu- 
larly enjoy and take pride in. 


If you have a problem on which you 
would like our help, by all means 
call us and let’s “talk shop.” 


First+- MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 








ROSTER OF TRUST INSTITUTIONS 


This annual directory — in conjunction with reporting of the American Bankers Association Mid-Winter Trust C. nfer. 
ence — was designed, at the suggestion of officials in modest-sized, progressive trust departments, to provide an econc nical 
and effective medium by which they could invite referral business in their area and at the same time support the work o: their 
professional news-journal. We call attention to the fact that many large or metropolitan city trust institutions also «re so 
represented in display advertisements throughout the year. They, as well as those advertising in this issue, are indexed. with 
page number of the latest insertion, in their geographical place in the roster. 











ALABAMA 
Birmingham Trust National Bank _...............................---- 150 
First National Bank, Birmingham _._____..................-...-.--.---- 66 
First National Bank, Mobile _..................................--.-------- 619 
Merchants National Bank, Mobile _.............................-...- 612 
First National Bank, Montgomery  ___..............-..-..--.--.------- 1284 
ALASKA 





Ancillary administration in Alaska 
and complete personal and corporate 
trust services 


National Bank of Alaska 


Oldest Bank in Anchorage Organized 1916 
Box 600, Anchorage, Alaska 











ARIZONA 
First National Bank of Arizona, Phoenix _.......................-- 152 
Valley National Bank, Phoenix ........................----------------- 192 
ARKANSAS 





Union National Bank 
of Little Rock 


Resources $90,270,303 
J. H. Bowen, Vice President & Trust Officer 





Worthen Bank and Trust Company 
Little Rock 
Now In Our 84th Year 


James H. Penick, President 
G. A. Zimmerman, Vice President & Trust Officer 
Aubrey F. Williams, Trust Officer 
Wm. L. Blair, Asst. Trust Officer 











CALIFORNIA 
California Bank, Los Angeles ..........................--..-.--------.--- 222 
Citizens National Bank, Los Angeles ................................ 79 
Security-First National Bank, Los Angeles ........................ 323 
Title Insurance & Trust Co., Los Angeles __........................ 187 
TOROS, POONER, IR OND, oe naan canna ntccsnnnenesenocecns 1239 
First National Trust & Savings Bank, San Diego .............. 1019 
American Trust Co., San Francisco ...........................-.--.-- 274 
Bank of America NT&SA, San Francisco .......................... 1195 
Bank of California, N.A., San Francisco ........................-- 283 
Crocker-Anglo National Bank, San Francisco .................... 1199 
Wells Fargo Bank, San Francisco .............................-...--.-- 1162 

COLORADO 








The First National Bank 
of Colorado Springs 
Established 1874 
H. Chase Stone, President 
Carl P. Mechling, Vice President & Trust Officer 





The American National Bank 


of Denver 


Trust DEPARTMENT 








Central Bank and Trust Company 
Denver 
Established 1892 Complete Trust Service 
E. Martin Larsen, Vice President & Trust Officer 














Colorado National Bank, Denver ....... HUAN: Secreted 261 

Denver United States National Bank ._......................... 999 

First National Bank, Denver ...............................---------. 1285 
CONNECTICUT 

Connecticut National Bank, Bridgeport __....................... 1076 





Bristol Bank and Trust Company 
Bristol 


Joseph Valentine, Vice President & Trust Officer 
Clifford W. Fulton, Trust Officer 





Connecticut Bank & Trust Co., Hartford _...... eee LOM . 835 
Hartford National Bank & Trust Co. ._......................... . 289 
First New Haven National Bank ..........................-..-.-.-. .1258 
Second National Bank, New Haven ........................... ccscncn SOE 
Union & New Haven Trust Co. ......................--.2------------- . 294 
Fairfield County Trust Co., Stamford _.........................-..... 64 


National Bank & Trust Co., Fairfield County, Stamford _...1277 


The Stamford Fidelity Bank 


and Trust Company 


Stamford 
Established 1902 Bank Resources $36,678,591 .07 
James P. Hoyt, Vice President & Trust Officer 
Robert F. Quimby, Trust Officer 








DELAWARE 


FARME| S BANK 
———. of the ———_ 
STATE OF DELAWARE 
Established 1807 Resources over 120 million 
Offices: 


DOVER - GEORGETOWN - WILMINGTON 
DAGSBORO - LAUREL - LEWES - NEWARK - REHOBETH - SMYRNA 








Bank of Delaware, Wilmington __................................. 12638 
Delaware Trust Co., Wilmington ................................-..----- 978 
Wernemetan trust ©0., ...... 22... . os n-ncsn ens .. 299 





DISTRICT OF COLUMBIA 








American Security & Trust Co. ........................------------ a 188 

National Savings & Trust Co. ...................0....222...-2------ _ 257 

het SS ee ane . 891 
FLORIDA 





The First National Bank 


of Clearwater 


F. Kiernan Schoonmaker, Vice President & Trust Officer 
C. Robert Modys, Trust Officer 





First National Bank, Dunedin _.. 158 
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Broward National Bank 
of Fort Lauderdale 


Complete Trust Services 


J. B. Richner, Vice President & Trust Officer 





First Nctional Bank, Ft. Lauderdale 
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Wiis Ove nod ue 251 
First National Bank 
of Hollywood 
“Catering to your Ancillary Requirements” 
R. E. Dilg, President 
H. C. Satchell, Vice President & Trust Officer 
| Barnett National Bank, Jacksonville _____........................... 1247 
| First National Bank, Miamii .........................----------------------- 624 
Pan American Bank 
of Miami 
250 S.E. First St. 
Joseph S. Moss, President 
Sanford R. Pierce, Vice President & Trust Officer 
Miami Beach First National Bank _._...................-....--.-------- 1266 





Bank of Palm Beach and Trust Company 


George E. Patterson, President 
John N. Morris, Vice President & Trust Officer 













Sarasota Bank and Trust Company 
Sarasota 


Resources $28,678,743.01 
Ira H. White, Vice President & Trust Officer 


“The Friendly Bank” 





Exchange National Bank, Tampa 





First National Bank 


of Tampa 
Florida’s Oldest National Bank 


M. B. Sessions, Vice President & Trust Officer 
W. H. Woltman, Trust Officer 
J. M. Kelly, Assistant Trust Officer 
H. E. Blank, Assistant Trust Officer 








Marine Bank & Trust Company 
Tampa 


Florida's Oldest Trust Company 
H. A. Carrington, Vice President & Trust Officer 





Atlantic National Bank 
of West Palm Beach 
Established 1929 Resources $53,231,741.44 
A. B. Rittenour, Vice President & Trust Officer 
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GEORGIA 
First National eT RNIN 228 a ee 272 
Fulton National Bank, Atlanta _..............-..---0-------------0-0---- 618 





Trust Company of Georgia, Atlanta 








Georgia Railroad Bank 
& Trust Company 
Augusta 


Established 1833 
J. Marion Adams, Vice President & Trust Officer 





Columbus Bank and Trust Company 


. Columbus 


Founded 1888 
COMPLETE TRUST SERVICES 





Savannah Bank & Trust Company 


Savannah 


Reuben Clark, President 
W. Hunter Saussy, Vice President & Trust Officer 





HAWAII 





Cooke Trust Company, Limited 


Honolulu 
General Trust and Agency Services 
Property Mgmt. — Real Estate — Insurance 


Stock Brokerage (thru Cooke Investment Co.) 


P. O. Box 2041 Cable—COOKETRUST 





IDAHO 





The Idaho First National Bank 


Boise 
Serving Idaho Through 33 Offices 
J. R. Field, Vice President & Trust Officer 





ILLINOIS 





Peoples Bank of Bloomington 
Bloomington 
Established 1869 Trust Department Established 1900 


Farm Management Services 





American National Bank & Trust Co., Chicago _............-.. 965 
oR Ce a a, a ea A eae 1202 
City National Bank & Trust Co., Chicago -_....... Feb. 3rd Cover 
Continental Illinois National Bank & Trust Co., Chicago 189 


Firat NWeattnmel Gani, Ciiiowee ......- 2... anc ncncecnnnescoen 95 
Harris Trust & Savings Bank, Chicago _.......-............-.--.---- 245 
Northern Trust Co., Chicago ....._.........-...- Dn RNR ALMONTE: 250 





The Millikin Trust Company 


Decatur 


Acts Only in Fiduciary Capacities 
Established 1915 





First National Bank & Trust Company 
of Evanston 
John B. Happ, Vice President & Trust Officer 


Ernest J. Hewitt, Trust Officer 
Richard A. Sachs, Trust Officer 





Marcu 1960 








Oak Park Trust & Savings Bank 
Oak Park 
Established 1892 


Four Floors of Banking Services 
Serving Chicago’s Western Suburbs 





The First National Bank 
of Springfield 
Established 1863 


William H. Patton, President 
Gregory S. Luthy, Vice President & Trust Officer 





Champaign County Bank 
and Trust Company 
Urbana 


Champaign County’s Oldest Trust Department 





INDIANA 
Indiana National Bank, Indianapolis .......................-..------ 1284 


The Second National Bank 
of Richmond 


Branches: Greens Fork, Hagerstown and Centerville 
V. A. Monroe, Vice President & Trust Officer 
Maude I. Howe, Assistant Trust Officer 


IOWA 














Bankers Trust Company 
Des Moines 
F. S. Lockwood, Ist Vice President & Trust Officer 


S. G. Barnard, Trust Officer 
J. M. Barnes, Assistant Trust Officer 





Iowa-Des Moines National Bank ...................-..--.-.------------- 158 
KANSAS 








The Commercial National Bank 
of Kansas City 


T. C. Hurst, Vice President & Trust Officer 





Security National Bank 
of Kansas City 


Bank Resources $47,500,000 
Lauris G. Petersen, Vice President & Trust Officer 





KENTUCKY 





The Covington Trust & Banking Co., Inc. 


Covington 


Robert H. Taylor, Exec. Vice President & Trust Officer 
Ray Evans, Asst. Trust Officer 














First National Bank and Trust Company 
Lexington’s Oldest and Largest Bank 

















Citizens Fidelity Bank & Trust Co., Louisville -............. . 273 
MAINE 
Depositors Trust Company 
Augusta 
The Bank that Serves the Heart of Maine 
23 offices throughout the State 
offering 
Complete Trust Services 
MARYLAND 
Fidelity-Baltimore National Bank, Baltimore ....... a .. 240 
First National Bark, Baltimore ........................-..--...--. . 979 
Maryland Trust Co., Baltimore ........................-...---.-----. 1166 
Mercantile-Safe Deposit & Trust Co., Baltimore .......... . 290 
The Second National Bank 
of Cumberland 
Established 1865 
Joseph M. Naughton, President 
MASSACHUSETTS 
Boston Safe Deposit & Trust Co. _........... RPE ee ee 247 
National Shawmut Bank, Boston ._......................-.......-...... 151 
Old Colony Trust Co., Boston .............................-...--..-..--.. 169 
Second Bank-State Street Trust Co., Boston ...................... 243 





Home National Bank 
of Brockton 
Established 1874 
Resources $33,000,000 Trust Dept. Resources $16,500,000 
Wayne E. Clark, President 
William A. Favor, Vice President & Trust Officer 





Harvard Trust Co., Cambridge _.........................-..------- . 282 





Hadley Falls Trust Company 
Holyoke 
Trust and Agency Funds: $13 million 


Jonathan A. Hall, Vice President & Trust Officer 
Kal Kjoller, Trust Officer 





Union National Bank 
of Lowell 


Trust DEPARTMENT 
J. William Etzel, Vice President & Trust Officer 





The Malden Trust Company 
Malden 
Established 1896 Resources $27,800,000 


Hildreth Auer, President 
James M. Middleton, Jr., Trust Officer 





Pittsfield National Bank 
Pittsfield 
Established 1853 


Malcolm W. Lehman, President 
Warren I. Clark, Vice President & Trust Officer 


| 

















Worcester County National Bank, Worcester ............. .. 514 

Bank Resources over $67,000,000 er 

LeRoy M. Miles, President Se —_—— 

Edwin V. Mack, Vice President & Trust Officer Peoples National Bank & Trust Co., Bay City ................1200 
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First Trust Company, St. Paul 















———" 








Farmers and Merchants National Bank 
Benton Harbor 
Serving Southwestern Michigan 
In All Fiduciary Capacities 

—— 

Detroit Bank & MRO sc a ps ase Se asisies sa ncbnuncSesaadwanngaee 284 
Yanufacturers National Bank, Detroit _.......................... 270 
National Bank of Detroit ___...... Dae eT ean ee See 271 

City Bank & Trust Company 


Jackson 


Established 1848 Resources $75,000,000 
Cc. R. Miller, Vice President & Trust Officer 





‘The Muskegon Bank & Trust Company 
Muskegon 


Complete Banking and Trust Services 
Frank V. Burrows, Vice President 
Harold W. Charter, Trust Officer 





MINNESOTA 








First National Bank, Minneapolis __.................................-.. 
Northwestern National Bank, Minneapolis 





The First National Bank 


of Rochester 


D. A. Hoops, Trust Officer 
\V. T. Anderson, Assistant Trust Officer 
K. W. Hagaman, Cashier & Assistant Trust Officer 








Northwestern National Bank 
of St. Paul 
Bank Resources $50,866,000 


John T. O'Connor, Asst. Vice President & Trust Officer 
Russell H. Johnson, Trust Officer 





MISSISSIPPI 


Deposit Guaranty Bank & Trust Co., Jackson -................. 
First National Bank, Jackson 








MISSOURI 





City National Bank & Trust Co., Kansas City 
First National Bank, Kansas City _.............................--- eee 
Gemeete Domed Ca, Be, Regie ...............02-2....00-n-ccseninnsnnons 
I, ao a ccanceipnnnasaninananhasbciebibe 260 





MONTANA 





Union Bank and Trust Company 
Helena 


“Montana’s Oldest Trust Company” 


J. H. Dion, Vice President & Trust Officer 
Daniel Dykstra, Trust Officer 
M. A. Mathews, Trust Investment Officer 





NEBRASKA 





—~ COMPLETE TRUST SERVICE — 
National Bank of Commerce 


13th and “O” 


ee 


Lincoln 









Marca 1960 








NEVADA 





First National Bank of Nevada, Reno 


NEW HAMPSHIRE 








Indian Head National Bank 
of Nashua 


Established 1851 Resources $20,298,477.90 
Robert G. Hopkins, Vice President & Trust Officer 





NEW JERSEY 


Boardwalk National Bank 
Atlantic City 
Resources $115,656,428 
Complete Fiduciary Powers 


Serving Southern New Jersey 
Member F.D.L.C. 





& Federal Reserve System 





The Hackensack Trust Company 
170 Main Street, Hackensack 
The Oldest Bank in Bergen County 


Kenneth J. Storms, Vice President & Trust Officer 
John P. Rose, Trust Officer 





Peoples Trust Co. of Bergen County, Hackensack .. 1270 
Montclair National Bank & Trust Co. _.......................... 104 
Trust Company of Morris County, Morristown ..... 1017 
Fidelity Union Trust Co., Newark __........................-...-..... 13 
National Newark & Essex Banking Co. ............................. 938 
National State Bank, Newark .............................. . 293 
First National Bank of Passaic County, Paterson _........... 289 
New Jersey Bank & Trust Co., Paterson ___... 277 
Plainfield Trust State National Bank ___.. .. 296 
Princeton Bank & Trust Co. _..._.............. 1000 





Citizens First National Bank & Trust Co. 
Ridgewood 


Peter Koole, 


Vice President & Trust Officer 

















PUR IMN i ik a econ bats tw cd claw 288 
NEW MEXICO 
Albuquerque National Bank ...............................2-..-..2------- 1151 
NEW YORK 
Marine Midland Trust Co. of Southern New York, 
RT eae ee eee ......1274 
Marine Trust Co. of Western New York, Buffalo _._........... 143 





The First National Bank of Glens Falls 
Glens Falls 
Resources over $45,000,000 
Complete Trust Services 


H. C. Brown, President B. W. Francis, Trust Officer 
G. N. Lowe, Assistant Trust Officer 





Tompkins County Trust Company 
Ithaca 
Bank Resources: $38,017,696.81 
Trust Dept. Assets: $22,532,692.45 


C. E. Treman, Jr., President 
Mark R. LaFrance, Trust Officer 





Bank of Nee Dare ........-...:....<c....... 170 
ee ae ee as 185 
Brown Brothers Harriman & Co., New York .................... 244 
Chase Manhattan Bank, New York _.................................. 180 


Chemical Bank New York Trust Co. 















. 
Federation Bank & Trust Company 
Main Office: The Coliseum, 10 Columbus Circle, New York 19, N. Y. 

461 Eighth Ave., New York 1 41-84 Main St., Flushing 55 
6 East 45th St., New York 17 169th St. & Hillside Ave., Jamaica 
80 Jamaica Ave., Brooklyn 7 179th St. & Hillside Ave., Jamaica Estates 

Total Resources — over $170,000,000 

Thomas J. Shanahan, President 
Joseph M. O’Loughlin, Trust Officer 





Fiduciary Trust Co., New Yorke ........................2-..2..-.-..2-<000 134 
First National City Trust Co., New York 225 
Grace National Bank, New York 1135 
Hanover Bank, New York ... EES eae. ein eae eer 1085 
Irving Trust Co., New York __._........... _... 3rd Cover 
Manufacturers Trust Co., New York .- . 193 


Morgan Guaranty Trust Co., New York ___......................... 56 








United States Trust Co., New York _..... eke caw ee 
Genesee Valley Union Trust Co., Rochester _____. ms 4 
Lincoln Rochester Trust Ce., Rochester ee 
Securtiy Trust Co., Rochester ...................---2...---.-2--...2..-- 294 

The Schenectady Trust Company 

Schenectady 
YOUR full service BANK! 
Resources over $80,000,000 

Wesley W. Taber, Vice President, Trust Department 

Lincoln National Bank & Trust Co., Syracuse _.._.............. 282 


Marine Midland Trust Co. of Central New York, Syracuse 929 


The Merchants National Bank & Trust Co. 


of Syracuse 





Kenneth F. Barton, Senior Vice President & Trust Officer 
William B. Ogden, III, Vice President & Trust Officer 
Douglas P. Cagwin, Trust Officer 
Wilson W. Curtis, Jr., Assistant Trust Officer 
Harvey P. Peterman, Trust Investment Officer 





Northern New York Trust Co., Watertown _......................- 628 





NORTH CAROLINA 





American Commercial Bank, Charlotte __.........................- 1246 





The Guilford National Bank 


of Greensboro 

















NORTH DAKOTA 
The First National Bank & Trust Company | 
of Fargo fi 
North Dakota’s Oldest Bank 
Harold T. Uehling, Trust Officer 
OHIO 
First National Bank, Akron .....................-..-..--.----------- .. 2078 


First National Bank 
of Canton 


Established 1863 Resources $79,157,864.17 
H. M. Carle, Vice President & Trust Officer 














Central Trust Co., Cincinnati _.................................. ....... 1645 
Fifth Third Union Trust Co., Cincinnati __............. ’ . 264% 

The Provident Bank 

Cincinnati 
Frank J. Van Lahr, President 
Julius W. Reif, Vice President & Trust Officer 

Central National Bank, Cleveland _........................ _ 901” 
Chetcnmee bemet (Gs... oo occ n nsw ecn nen ate . 
National City Bank, Cleveland _.......................... . 163 
Ohio National Bank, Columbus ___........................ ik _ 296 





The First National Bank & Trust Company 


in Steubenville 
Trust Resources over $12 Million 
Park G. Ogden, Vice President & Trust Officer 





The National Bank 
OF TOLEDO 
A progressive bank serving the 
Port of Toledo and Northwestern Ohio 
Offers All Trust Services 














ARIE UMMM G5 os Ss wc eh res se cscs Sons es ... 280 
P. N. Calhoun, President OREGON 
q. . = Ts a q a . 
Claude L. Batkins, Vice President & Trust Officer iin hmiiirit=6. 279 
PENNSYLVANIA 


Peoples Bank & Trust Company 
Rocky Mount 


B. B. Townsend, Vice President & Trust Officer 
John Daughtridge, T. W. Harris, Trust Officers 
Jerome Taylor, Assistant Trust Officer 





SERVING EASTERN 
NortH CAROLINA 


Archie W. McLean, President 
E. V. S. Draper, 
Vice President & Trust Officer 
Home Office: ROCKY MOUNT, N. C. 
Our 61st Year 


The WJ lonters 
ational 


Bank and Trust 
Company 








Branch Banking & Trust Company 
“The Safe Executor” 
Trust Offices in 


Wilson 
Fayetteville Kinston 
Goldsboro Warsaw New Bern 








Security-Peoples Trust Company 
Erie 
Established 1903 
Bank Resources $71,980,256.33 Trust Resources $29,527,375.20 
Carl L. Holder, Vice President & Trust Officer 





WHERE TRUST ASSETS 
have increased 65% since 1957 
Jenkintown Bank & Trust Company 


Jenkintown 
E. Donald Stuck, Vice President & Trust Officer 


——$——$_$——$P 








Fidelity-Philadelphia Trust Co. _......-.-..--.-...... 281 
First Pennsylvania Banking & Trust Co., Philadelphic 287 
Girard Trust Corn Exchange Bank, Philadelphia _..__.. 101 
Liberty Real Estate Bank & Trust Co., Philadelphia .- 1269 


Provident Tradesmens Bank & Trust Co., Philadel phi: 167 
Mellon National Bank & Trust Co., Pittsburgh 
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Pittsburg: oS SS eS ne Cee ee ee 172 
Berks Title Insurance Co., Reading .................................- 134 
RHODE ISLAND 
Industrial National Bank, Providence ___..........._............... 154 
Rhode Isiand Hospital Trust Co., Providence .................... 159 
Pe ea 
West Branch Bank & Trust Company 
Williamsport 
Trust Assets $20,750,000 
Charles A. Schreyer, President 
Robert L. Ellison, Vice President & Senior Trust Officer 
SOUTH CAROLINA 
The South Carolina National Bank 
Complete Trust Services 
Trust DEPARTMENTS AT 
Charleston - Columbia - Greenville 
The oldest and largest Bank in South Carolina 
Citizens & Southern National Bank, Columbia ._............... 613 
TENNESSEE 
American National Bank & Trust Co., ieiaisilltina Bees 595 
First National Bank, Memphis .......................................... 149 
National Bank of Cosmmnacen, Memphis ae 1240 
Union Planters National Bank, Memphis _......................... 70 
Commerce Union Bank, Nashville es REE RT ee eee 66 
Third National Bank, Nashville _.................................-......- 288 
TEXAS 
The Capital National Bank 
in Austin 
Raymond R. Todd, Vice President & Trust Officer 
Herbert S. Bolm, Trust Officer 
Patrick H. O’Donnell, Trust Officer 
John C. Miller, Asst. Trust Officer 
First National Bank, Dallas _...............................---..----------- 263 
Mercantile National Bank. Dallas _..................................... 1250 
Republic National Bank, Dallas __..................................... 291 
First National Bank, Fort Worth ... a, 
Fort Worth National Bank . See 
Bank of the Southwest, N.A., | Houston _ vas nee 248 
First City National Bank, Houston 5: TE A 549 
foewton Bank & Trust Co. ..............................-..-..--.-.----.-- 933 
National Bank of Commerce, Houston ._..._..................-..--- 1175 





San Antonio Loan & Trust Co. 


San Antonio 


Established 1892 Resources $15,826,353 
F. J. Oppenheimer, President 





VERMONT 





Proctor Trust Company 


Poultney - Proctor 


Personal Trusts Invited 





VIRGINIA 


ees 





National Bank and Trust Company 
at Charlottesville 









Wm. M. Pope, Vice President & Trust Officer 
J. Robert Neal, Jr., Trust Officer 
Laura Joiinson and John Fischbeck, Jr., Assistant Trust Officers 











Marco 1060 





Peoples National Bank, Charlottesville 





The First National Bank 
of Danville 
Established 1872 Resources $30,700,000 
Landon C. Horne, Senior Vice President & Trust Officer 





First National Trust & Savings Bank, Lynchburg 


The Lynchburg National Bank & Trust Co. 
Lynchburg 
Established 1865 


Elias Richards, Jr., President 
John T. Percy, Vice President & Trust Officer 








The Peoples National Bank & Trust Company 
of Lynchburg 


Established 1868 
L. David Horner, Jr., President 
Richard L. Howell, Vice President & Trust Officer 
Thomas B. Mason, Trust Officer 
William N. Mays, Trust Officer 





First National Bank 
of Newport News 


Trust Services for Every Need 


A. Leonard Shield, Vice President & Trust Officer 





National Bank of Commerce, Norfolk ___.__.. 59 
Seaboard Citizens National Bank, Norfolk _.. sigs 
Bank of Virginia, Richmond __........................... se oe 249 


First & Merchants National Bank, Richmond ____......_.._.... 297 





Southern Bank & Trust Company 
Richmond 
Bank Resources over $40,000,000 


Rieman McNamara, Jr. 
Vice President & Trust Officer 





State-Planters Bank of Commerce & Trusts, Richmond ___ 639 
First National Exchange Bank, Roanoke 





Mountain Trust Bank 


of Roanoke 
Capital, Surplus & Undivided Profits of over $3,300,000 


“a Name you can Bank on” 





WASHINGTON 





Everett Trust & Savings Bank 
Everett 


ESTABLISHED 1902 


Complete Trust Services 





National Bank of Commerce, Seattle _................ 
Seattle-First National Bank 





PUGET SOUND NATIONAL BANK 


Tacoma’s Own Preferred Service Bank 





John M. Gilbertson, Vice President & Trust Officer 
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WEST VIRGINIA Wisconsin Valley Trust Compan 
Wausau 
The Charleston National Bank Offering a complete trust service for over 50 vears © 
Charleston Resources over $25,000,000.00 


Capital & Surplus — $6,000,000 Member Federal Deposit Insurance Corp. 
OUR 761 YEAR ition i 
1884 1960 | 


— 


















































. ‘ 
Kanawha Valley Bank, Charleston _................................. . 918 The Stock Growers National Bank q 
of Cheyenne : 
T R U S T S E R Vv ! Cc E Established 1882 ; 
has been an important part of our business ee eee naa ania 
for fifty-seven years James H. Rust, Assistant Trust Officer 
e ‘ Union Trust & Deposit Company —| 
BAHAMAS q 
Parkersburg ; 
WISCONSIN Bank of Nova Scotia Trust Co. Ltd., Nassau __... 607 
—F 
Kellogg-Citizens National Bank BERMUDA 
Green Ba 
y Bank of N. T. Butterfield & Son Ltd.,. Hamilton 97 
Established 1874 
W. J. Grover, Vice President & Trust Officer CANADA 
Eastern Trust Co., Halifax _____... <s a 458 
First Wisconsin Trust Co., Milwaukee ____... cose sh anes elas A Candin Dente Belen  __ aati 263 
Marine National Exchange Bank, Milwaukee _................... 1286 Administration & Trust Co.. Snitonat etinie haails 4418 
Montreal Trust Co. ..................-. Sineee ; : 2538 
First National Bank & Trust Co. Royal Trust Co., Montreal __............. CN SRD 2568 
Canada Permanent Trust Co., Toronto _____. a 38 
of Racine Crown Trust Co., Toronto - : aS ee ee _... 433 
Trust Assets approximately $25,000,000 Guaranty Trust Co., Toronto __......._.._....... ts tt 10218) 
James D. Beckett, Vice President & Trust Officer National Trust Co., Toronto . spat So Btn : -. Aoe 


Alice R. Foster, John E. Held, J. Vincent Hood, G. L. Thome, 


Diaciatnis: initia Toronto General Trusts Corp. __........... bet ee Ae. is 
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One Wall Street 


home of the 


Personal Trust 
Division of 
the Irving 











Complete trust services play a 
vital and effective role in today’s 
fast-paced banking requirements. 





Here at our Personal Trust Di- 
vision an experienced and highly 
trained staff handles custodies and 
advisory custodies, estate and trust 





administration, pension and profit- 





sharing plans, and estate planning. 


The knowledge and experience 
of our Personal Trust Division are 





as close as your telephone. 





IRVING TRUST 
COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $140,000,000 
Total Assets over $1,700,000,000 
























GEORGE A. MURPHY, Chairman of the Board 
WILLIAM E. PETERSEN, President 


Personal Trust Division 
EDWARD J. VEITCH a 
Vice President in Charge 


MEMBrFR FEDERAL DEPOSIT INSURANCE CORPORATION 


What he’s starting, you'll be glad to finish 


NOT ONLY BECAUSE of what he’s starting, but 
how ...it’s the hours of fact-finding and study 
behind the Connecticut General man’s notes 
that makes them valuable to you as a lawyer 
and to your client. 


You'll be surprised at the scope of the material 
the CG man gathers. Every asset of your client 
is included. Is it working toward the kind of 
future your client is planning for? If not, the 
CG man has a thoughtful recommendation for 
more productive use. 


All the background work has been done by the 


CG man...an important saving of your time! 
With the facts revealed, you will be able to 
give your client more rapidly the full benefit 
of your analysis and counsel. 


Quite probably this first meeting will prove so 
profitable for you and your client, you’ll come 
to regard the CG man as a welcome associate 
from his first visit on. 


Connecticut General Life Insurance Company, 
Hartford 


Life... Accident...Health...Pension Trusts 
Group Insurance and Pension Plans... Annuities 


CONNECTICUT GENERAL @@sp 





